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PREFACE 


The 1961 Winter Conference of the American Marketing Associa- 
tion was held in conjunction with other associations of the Allied 
Social Science group on December 27, 28, and 29, 1961 in New York. 
Papers presented at this conference, as well as the formal remarks 
of discussants and panelists, comprise the contents of this volume. 

The Social Responsibilities of Marketing, the title of this Proceed- 
ings Book, was also the theme of the conference. It was selected by 
the Program Chairman, Robert H. Myers of Miami University, after 
a survey of the interests of the entire A.M.A. membership. To bring 
out controversy latent in this topic area, program chairmen deliber- 
ately selected speakers with differing points of view. 

Implicit in the Social Responsibilities theme is the challenge that 
marketing education also meet its social responsibilities through in- 
novation and excellence. That this challenge is of deep concern is 
evidenced in the questioning of the old; the seeking for new educa- 
tional content and method. Especially prominent is the recognition 
that marketing education, if it is to grow in stature and scope, must 
both adapt from and contribute to the burgeoning behavioral, mathe- 
matical, and methodological disciplines. In fact, if the marketing 
education papers are representative of present interests and trends, 
we are already well advanced into an interdisciplinary movement. 

The papers reproduced in this book appear substantially as pre- 
sented at the conference. They have, however, been reordered and 
regrouped to bring out the dominant conference themes. Only those 
speeches have been omitted for which no formal manuscript was re- 
ceived by the Editor. Some deletions of text have been made. For 
some speeches an abstract prepared or approved by the author was 
not made available. In these cases the Editor prepared what he con- 
sidered to be a suitable abstract. Every effort has been made not to 
distort the author’s word or thought. If, in the course of restructuring 
or editing, errors have resulted, the Editor assumes full responsi- 
bility. 

Valuable assistance was received in editing this book. To Mrs. 
Marguerite Kent and staff at A.M.A. headquarters belongs the credit 
for assembling manuscripts. Professor Charles Goodman, who has 
become wise from his experience with previous editors, is responsi- 
ble for the expeditious publication of the book. Invaluable advice was 
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received from Dean Eugene Kelley of the Graduate School of Business 
Administration, New York University and Professor Robert Myers. 
Indispensable was the editorial and proofreading assistance from the 
young ladies at the office who allowed me to look at the big picture 
while they did the work. 


William D. Stevens, Editor 
February, 1962 


New York University 
New York, New York 
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THE CHALLENGE OF CONTROVERSY 
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1. THE SOCIAL RESPONSIBILITIES 
OF MARKETING’ 


The Honorable Lee Loevinger* 


. IT IS INTERESTING to the department that recent pub- 
licity has resulted in putting anti-trust in the minds of the public. 

. No law can possibly be enforced by policing or other 
means without voluntary compliance. We therefore welcome the 
fact that people are interested in it. 

. There is a specious impression that anti-trust is a left 
over from the 1930’s. This is quite wrong. It is as old as the 
conscience of mankind itself. 

No code or system of law does not contain some principles or 
rules for limiting economic power. For example, the Code of 
Hammurabi, 21st century BC and more recently discovered 
Sumerian Tablets dating from the 24th century BC had elaborate 
provisions for grabbers of the people’s possessions—sheep and 
donkeys; and the protection of widows and orphans, from the grasp 
of the powerful. 

. Our own anti-trust laws are developed from ancient 
common law. 

The first case in restraint of trade dates from 1415 in England. 
From the language of the judge, the concept was well established. 
In 1624, the first British anti-monopoly statute was passed. 

Blackstone’s commentaries in the 1760’s touched upon the 
injuries by monopolies, by permitting treble damages for injury 
and twice the actual cost. 

. The basic principles are old. However, the modern 
form and development have been influenced by economic theories. 
The law in many countries controls economic conduct directly. 
The law today in this country does not attempt to control economic 
conduct directly. The law today in this country does not attempt to 
control economic conduct directly but rather by built-in automatic 
controls. This began around the time of Adam Smith and the 


*The Honorable Lee Loevinger, Assistant Attorney General, Anti Trust Divi- 
sion, U. S. Department of Justice, Washington, D. C. 


1. This paper consists of notes from the luncheon address. 
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American Revolution—1776. According to Adam Smith, the wealth 
of nations, or the gross national product, as it is called today, 
depends on the distribution of labor and capital—not by government 
control, but by free existence of exchange maintained by the 
economy through pricing methods. These views have held since 
that time. 

. Says law of markets and Ricardo’s Iron Law of Wages 
were effectively refuted by John Maynard Keynes in the twentieth 
century and further worked upon by experimental theorists such 
as Chamberlin at Harvard and Joan Robinson. All this thinking 
has had an effect on the recent law. 

. However, the law has not been tailored to new specific 
economic theories, but has been based on the fundamental postu- 
lates of a free economy in a free society. 

. . . . Since Adam Smith and the great lawyers, there has been 
tremendous development in economic activity. Our anti-trust laws 
come out of this activity, but the term anti-trust is something of a 
misnomer. In the late 19th century, John D. Rockefeller and 
others combined many companies into power blocs through voting 
trusts, giving economic benefits to the share holders, but creating 
single non-competitive entities. Trusts came to mean monopolies 
or great aggregations of wealth. Of course, the form of common 
law trust has since been abandoned so that anti-trust should ac- 
tually be called anti-monopoly. Instead of a large number of 
specific statutes covering procedures and rules, the main body of 
our laws enunciate relatively simple and relatively few principles: 


1. Section 1, Sherman Act, prohibits all contracts, combina- 
tions and conspiracies in restraint of trade. 

2. Section 2, Sherman Act, provides that it is forbidden to 
monopolize or attempt to monopolize interstate trade. 

3. Section 7, Clayton Act, forbids a corporation to acquire 
another or to merge with another to create a monopoly. 

4. Section 2, Clayton Act as amended by the Robinson-Patman 
Act, makes it unlawful to discriminate in price where the effect 
may be to lessen competition. 


. While the principles are stated, there is a multiplicity 
of borderline cases in which the courts must adjudicate the appli- 
cations of those principles. One of the most important character- 
istics of most laws is the method of combining generality and 
detail. The principles are stated in broad general terms but in- 
terpretation must come in the courts from a body of precedent. 

. The same method applies in most areas of legal action. 
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In the matter of liability for negligence, anyone who fails to act as 
a reasonable man is financially responsible for the injury caused. 
There are many cases where the principle of negligence has been 
at issue. Interpretations are application of the principle. If the 
law were too specific, there would be a completely unwieldy 
body of principles and of law. No one could learn all of it. The 
only way is by the statement of general principles to be applied in 
reasonableness by the courts. This is the manner in which the 
anti-trust laws are applied. Just as are all other laws. 

What they aim to accomplish must be consonant with the aim of 
the people politically and economically. The principles by which 
anti-trust laws are applied are: 


1. Maintenance of competition. Impersonal and automatic con- 
trol of prices and quality of goods and of manpower and resources. 
No personal control by one or a few men is the only way to insure 
full utilization of the economy. 

2. Securing of the efficiency that competition will insure—the 
best quality and the lowest price. 

3. Both economic and social progress by an open economy. 


. Maintain competition among existing enterprises and 
the right of free entry and of small businesses to grow and large 
businesses to expand. It is thus that we have insured the fullest 
utilization of economic resources. 

. Europe is now recognizing this in us. They are now 
passing laws like ours. The chief difficulty with cartels is not 
rigidity but lack of technological development. The newer Euro- 
pean aggregate communities, i.e. Coal and Steel, the Common 
Market and the Free Trade Association, have legal provisions 
modeled after our own Sherman Act and forbid restrictive prac- 
tices. 

Judge Learned Hand in U.S. vs. Aluminum Co. of America 
(1)8 11 416 P.427) said that many people believe ... ., that the 
spur of constant stress is necessary... 

. In seeking to maintain economic freedom we are seeking 
to maintain freedom itself. A system of values in which the indi- 
vidual is the ultimate measure. 


1. Our relation to the rest of the world. 

2. The most important issue today is the kind of society we 
live in, which is a reflection of the kind of economy we have. The 
Sherman Act is a comprehensive charter of liberty. 
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’ . Are the anti-trust laws effective? This is often asked, 
but difficult to answer. How does one distinguish between cause 
and effect? However, it does seem clear that without the anti- 
trust laws, we would have a difficult type of society in which to 
live. The country with the strongest tradition of cartelization, 
Germany, gave way to political tyranny. But in the modern world, 
their laws are modeled closely after ours. 

. There is no country that has neglected the control and 
limitation of economic power. 

What are the alternatives we have. 


1. Government regulation 

2. Competition 

3. Government ownership or socialism or in the extreme, 
Communism. 


We have managed to avoid both alternatives to a very strong 
degree .... We have some degree of government regulation as 
in the trucking industry. We have some degree of government 
ownership as in the case of the post office. By and large, we have 
a free economy and depend on a free structure rather than govern- 
mental control. To the degree that we have maintained these con- 
trols, the anti-trust laws have been effective. 

Where anti-trust has been most successful is where enter- 
prises have been most successful. Although the law intervened in 
the case of J.D. Rockefeller and the Standard Oil Trust, among the 
10 largest companies today, 5 are in oil, of which 4 are as a re- 
sult of the Standard Oil Divorcement Case of 1911. 

. Does regulation help industry? In the final analysis the 
anti-trust laws are essentially pro-business: not by direct assist- 
anct of subsidy or monopoly, but by keeping the economy free and 
permitting opportunity for all, they have fostered the growth of 
business. 

It is something like the traffic cop and traffic signal lights. We 
don’t like it when we have been said to have violated the law, but 
the highways could not be safe for us without them. They provide 
comfort, safety and convenience. Likewise, the anti-trust laws 
serve the economic highways. Otherwise, one or two businesses 
would survive and drive the others off the economic highway. 

Of the complaints received, two-thirds come from business 
enterprises themselves seeking protection. 

Pluralism is the one positive and practical program to chal- 
lenge totalitarianism—the threat of power by a few men. This 
points out the soundness and necessity of the anti-trust principles. 
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2. ETHICAL THEORY, SOCIETAL 


EXPECTATIONS, AND MARKETING 
PRACTICES 


Clarence C. Walton* 


A market—manned by millions of wholesalers, retailers, 
advertisers, warehousers and the like, and servicing hun- 
dreds of millions of consumers both here and abroad—is 
bound to generate an occasional uneasiness over its per- 
formance. Seizing upon its deficiencies, the critics have 
mounted a rather sustained attack. If, at times, the criti- 
cisms have been lacking in logic they have never been 
found wanting in temerity of conclusions. "Waste-makers," 
"Hidden persuaders," "hucksters," are not terms calculated 
to raise the merchant to any high level of public esteem. 
Are these descriptions adequate? Is the marketing man's 
consciousness conscienceless? Are high and low positions 
in marketing peopled by greedy and grubby denizens? Or 
have we evolved market institutions that perform economic 
functions with a high degree of efficiency? And are these 
functions carried out in what can be fairly described as 
"ethical" ways? Perhaps on close examination there may 
be seen in the market a magnificently intricate and sym- 
metrical mechanism which keeps customers supplied with 
need, businessmen excited by profits, and the total society 
satisfied with its merits. 


It may be fairly conceded that the attractions and motiva- 
tions of the marketplace are not found in high moral ideals; 
indeed marketing institutions and practices may be devel- 
oped in a morally neutral climate to satisfy material wants. 
Yet, these institutions and practices must not collide with 
other values in the social system. And when they promote 
concern over higher values, then marketing practices can 
be said to contribute to a more just and humane society. 


*Clarence C. Walton, Associate Dean, Graduate School of Business, Columbia 
University. 
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A self-adjusting market, isolated from the rest of the com- 
munity and operating under its own exclusive autonomy, 
may have been the ideal of the nineteenth century. It is 
not the reality of the twentieth century. There is a range 
for greater judgment and greater choice which are primary 
ingredients of an ethical act. The assignment is to discover 
where moral guidelines are to be sought: in the Church? 
In business itself? In philosophical inquiry? 


I. INTRODUCTION 


HILOSOPHERS’ condemnations of man’s cupidities and theolo- 

gians’ fulmination against human frailties are as oldas Plato’s 
Republic and as new as Rabbi Finkelstein’s now-famous Fortune 
blast against the current business ethos.4 To concede that ma- 
terial affluence is not moral influence, that power is not probity, 
or economic security the equivalent of safety is to germinate a 
paradox. The paradox begins to press home when we are told that 
television has turned the high art of polity into the low cult of 
personality, and that the marketplace has despoiled judgment, 
debased tastes, invaded individual sovereignties, and eroded moral 
fibre.2 If, indeed, these are the ample symptoms of the working 
out of a Gresham’s law of ethics, then Marx’s prophesies of the 
eventual doom of free-market economies appear readied for ful- 
fillment.$ 

Yet for all its alleged weaknesses, no less an authority than 
Reinhold Niebuhr holds firmly that the economic realm, above all 
else, has become the ‘‘strategic testing ground of the adequacy and 
relevance of a religio-moral worldview.’’* The significance of the 
observation is the more striking when it is realized that traditional 


1. Louis Finkelstein, ‘‘The Businessman’s Moral Failure,’’ Fortune, Septem- 
ber, 1958, pp. 116 ff. 

2. Vance Packard’s name and particularly The Hidden Persuaders (London: 
Longman, Green, & Co., 1957) come immediately to mind. More devastating crit- 
icisms have come from Eric Fromm, The Sane Society (New York: Rinehart & Co., 
1955), and Will Herberg, Judaism and Modern Man (New York: Farrar, Strauss, & 
Young, 1951), esp. pp. 16-23. The phenomenom is not unique to the United States. 
Viewing the French scene, Reverend Joseph Thomas bemoaned: ‘‘Materialisation 
des hommes, materialisation du corps social, tel est le jugement qu’on doit porter 
sur notre societe quand on l’etudie objectivement.’’ ‘‘Le mieux-etre mateyviel est- 
il le tout de la vie d’ un peuple?’’ Chefs d’Entreprise V (Octobre, 1961), p. 15. 

3. Manifesto, (New York - New York Labor News Co., 1933) p. 15. 

4. An Interpretation of Christian Ethics, (New York: Meridian Books, 1956), 
p. 165. 
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religious attitudes reveal an anti-economic bias. ‘‘The careful, 
calculating, economizing way of life is neither prophetic nor 
poetic. It counts the costs; it asks for reward; it has no fine 
frenzies; it is homdrum, commonplace, even a little sordid’’5—yet 
the economic way of life becomes the stage where the drama of 
Everyman is to be worked out. If Neibuhr’s observation is correct 
then the relationship of the business order to society’s total value 
structure—always relevant—becomes crucially important. 

The modest objective of this inquiry is to explore such rela- 
tionships from a general and theoretical framework.® Although 
involved with three basic notions which have been identified as 
ethical criteria, societal expectations, and marketing practices, 
respectively, it is patent that each concept has its own solar sys- 
tem. The following questions are most germane: --what ought and 
ought not to be done by the market; what should we /ike the market 
to do beyond the ethical imperatives; and what is the market 
actually doing. The range moves from the obligatory to prefer- 
ence systems to actual practices. The trilogy, while suggestive of 
focus, fails to penetrate the heart of the matter which is the inter- 
play of values ina pluralistic society. Involved is the total social 
system by which is meant the observable structure and organiza- 
tion through which basic human needs are satisfied. These needs 
relate to man’s religious, political, cultural, sexual and economic 
life, and the activities carried out according to socially acceptable 
norms in order to achieve certain objectives. Sincenorms embody 
values, it is evident that the social system is ‘‘held together by its 
internal agreement about the sacredness of certain fundamental 
moral standards.’’? 

As thus construed, the system is geared to accomplish the 
social good—defined by Newman as less the pursuit of a theoretical 
absolute and more a choice among warring alternatives. To 
understand and to achieve the good impose the necessity for 


5. Kenneth Boulding, ‘‘Religious Foundations of Economic Progress,’’ Harvard 
Business Review, Vol. XXX, (May-June, 1952), pp. 33-41. 

6. Reliance on the generalist view carries an important caveat for it means 
that in this short treatise certain details will be insufficiently treated—a weakness 
common to the macro approach. When the occasion warrants, therefore, the author 
assumes a risk in expressing opinions on trends for which supporting empirical 
data may be presently inadequate. In such cases note will be made that it is an in- 
formed opinion and not an established judgment. 

7. ‘‘In an inchoate, dimly perceived, and seldom explicit manner, the central 
authority of an orderly society, whether it be secular or ecclesiastical, is acknowl- 
edged to be the avenue of communication with the realm of sacred value.’’ Edward 
Shils and Michael Young, ‘‘The Meaning of the Coronation,’’ from the collection 
edited by Seymour M. Lipset and Neil Smelser, Sociology: The Progress of a 
Decade, (Englewood Cliffs: Prentice-Hall, Inc., 1961), p. 232. 
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effective dialogue between men of different intellectual persuasions 
but of equal good wills. It assumes that peace and liberty, equity 
and security constitute the good society.* What are our sacred and 
fundamental values? How are they determined and expressed? 
What priorities prevail when value systems clash? How are re- 
finements made without injury to the polity? 

Three broad categories can be usefully employed to treat of 
such questions and they may be classified as (1) theological norms, 
(2) philosophical ethics, and (3) the business ethos. The first class 
involves the Church where matters of faith and sectarian alle- 
giance influence and guide human behavior; the second category 
looks to values that can be rationally discovered by all men; and 
the third embraces a host of commitments and expectaions which 
characterize an advanced industrialized society. While the class- 
ifications are less than fully satisfactory, they have merit in per- 
mitting the development of important distinctions between the 
supernatural and the secular orders; otherwise, there is the real 
danger of developing something akin to social monophysitism.® 


II. THE BASIC TERMS: LEVELS 
FOR VALUES 


A. Theological Norms — may be roughly described as stand- 
ards for conduct which flow from those basic views of Diety and of 
man and which are often derived from Revelation; from the point 
of view of the communicant, such standards remain above the 
realm of debate. They are fixed values and hold the highest pri- 
ority because they reflect God’s will. Exchange of views is diffi- 
cult, even when undertaken, because each religion clothes its most 
subtle values within an elaborate ritual?® which has profound 
significance to the adherent and is often meaningless to the out- 
sider. Perhaps Plato was right when he declared flatly in the VIIth 
Epistle that the really profound insights are not communicable; 
hence poetry, allegory and myth are always necessary. The 
religions of the Bible are convinced that their roles in the Amer- 
ican Commonwealth are ‘‘vastly more than a subordinate sociolog- 
ical datum performing an increasingly peripheral function in 


8. Terence Kenny, The Political Thought of John Henry Newman, (London: 
Rutledge, 1957), pp. 77-88. 

9. An ancient Christological heresy which held that the divine and human na- 
tures of Christ fused to form a distinct third nature even as gold and silver com- 
bine to form electrum. 

10. See Lyman Bryson et al.,eds., Symbols and Values: An Initial Study, (New 
York: Harper and Brothers, 1954), esp. Chs. 4, 5, 7, 10 and 12. 
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society. The religions want to be a source of culture, deter- 
mining its nature from a point of reference beyond it.’’41_ Whether 
the Churches are achieving such an objective is difficult to say in 
view of the conflicting nature of the data and the contradictory 
opinions held by theologians themselves. For example, Gerhard 
Lenski’s studies of Detroit offer substantial evidence that religion 
colors the daily behavior of men at both the personal and social 
levels. Installment buying, savings, attitudes toward work, and 
political preferences are influenced by the socio-religious group 
to which one belongs.!* Yet others, like Rabbi Finkelstein and 
John Courtney Murray, are far from persuaded that religion has 
any appreciable influence on American social behavior or institu- 
tions.45 Two factors suggest support for the former view. In the 
first place there is evidence that business practices are being con- 
ditioned by religion and the efforts of Quaker businessmen associ- 
ated with Walter Lamb is a case in point.1* Secondly, there are 
clear signs that the Churches are taking amore positive and direct 
position on contemporary mercantile issues.4® There are even 
small signs of reciprocal interests by the business community. 
Perhaps it is unlikely that anything will develop to approximate the 
sixteenth century experience of Tomas de Mercado, a theologian at 
Salamanca, who was earnestly requested by the Seville merchants 
(then engaged in making the town the trading center for all the 
Spanish-American possessions) to provide them with a primer in 


11. William Lee Miller, ‘‘Religion and the American Way of Life,’’ Religion 
and the Free Society (New York: The Fund for the Republic, 1958), p. 4. 

12. The Religious Factor (New York: Doubleday Co., 1961). Support of this 
view is given in the two new volumes edited by James Ward Smith and A. Leland 
Jamison, Religion in American Life(Princeton: Princeton University Press, 1961). 

13. Finkelstein, loc. cit., and John Courtney Murray, We Hold These Truths, 
(New York: Sheed and Ward, 1960). 

14. T. H. Blum, ‘‘Social Audit of the Enterprise,’’ Harvard Business Review, 
Vol. XXXVI (March-April, 1958), p. 77 and esp. the now-celebrated article by O. A. 
Ohmann, ‘‘Skyhooks: With Special Implications for Monday Through Friday, ‘‘Loc. 
cit., Vol. XXXIII (May-June, 1955), pp. 1-9. The most recent attempt to develop 
empirical data has been reported in part by Rev. R. C. Baumhart, ‘‘How Ethical 
Are Businessmen? ,’’ Harvard Business Review, Vol. XXXIX (July-August, 1961), 
esp. p. 168. 

15. See, for example, the report on the 1959-60 steel strike from the Special 
Committee of the National Council of Churches of Christ in the U.S.A., Jn Search of 
Maturity in Industrial Relations, (New York: 475 Riverside Drive, 1961), and the 
sharp critique by James Kuhn, ‘‘Piety and Maturity in Labor Management Rela- 
tions,’’ Christianity and Crisis, Vol. XXI (March 6, 1961). This difference of opin- 
ion within the ‘‘Protestant family’’ has not parallelled the acerbity of the quarrel 
over Mater et Magistra between liberal Catholics (represented by the Jesuit edi- 
tors of America) and the conservative Catholics of William Buckley’s persuasian 
as reflected in The National Review. 
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business morality!®, but it is worth noting that the committee on 
business ethics set up under the aegis of the Commerce Depart- 
ment does include clergymen. Looking ahead a decade, business- 
men might reflect nostaligically on the easy homiletics of the 
Organization Man—and with a wish to return to the conformities 
which characterized the fifties. 

What conclusions may be drawn so far as religious influences 
on the market? Clearly, Churches are reaching into the market- 
place to make known religious views as they relate to a variety of 
business problems, including wages and working conditions, Sunday 
shopping and sympathy strikes, competition and advertising.’ If 
this development expands, the market faces discipline from exter- 
nal forces for the first time in the century—a development not to 
be taken lightly by either minister or marketer.18 


B. Philosophical Ethics — is here employed to denote the na- 
ture of right and wrong, good and evil as clarified by analysis and 
discussion. It can employ with equal effect either the deductive or 
inductive methods but its essential characteristic —as distinguished 
from religious ethics—is its complete reliance on human reason 
working with human materials: man’s nature and man’s institu- 
tions. However one views the intricate technical debates between 
absolutists and relativists,4® between natural-law theorists and 
pragmatists, or between those who lament or ignore the decline of 
a public philosophy,2° one is driven inexorably to fall back to 


16. The primer was written in 1569 and entitled Suma de Tratos y Contratos. 
See Bernard Dempsey, Interest and Usuary (Chicago: Loyola University Press: 
1960), for a critical commentary, p. 126. 

17. Encyclicals like Rerum Novarum and Mater et Magistra, and the studies 
sponsored by the Federal Council of Churches are clearly concerned with matters 
that cannot be viewed as strictly related to dogma. See G. C. Tracy, S. J., ed., 
Five Great Encyclicals (New York: The Paulist Press, 1939) for the earlier papal 
encyclicals. The America Press of New York published in 1961 the English text of 
Mater et Magistra. The Protestant study was summarized by Marquis Childs and 
Douglass Cater, Ethics in a Business Society (New York: The New American Li- 
brary, 1954). 

18. This is said because there are substantial differences in ethical approach- 
es to social problems. The differences are brilliantly developed in succinct form 
by Norman St. John-Stevas, Life, Death and the Law (Bloomington: Indiana Uni- 
versity Press, 1961), Ch. 1. A longer treatment but of equal competence is by 
Edward Duff, The Social Thought of the World Council of Churches (London: Long- 
man, Green, 1953), esp. pp. 93-106. 

19. That all is not relative in human affairs is argued persuasively by R. L. 
Humphreys, ‘‘Human Nature in American Thought,’’ Political Science Quarterly, 
Vol. XIX (June, 1954), pp. 266-271. We agree with this position. 

20. See Walter Lippman, Essays in the Public Philosophy (New York: The 
New American Library, 1955), and David Truman, ‘‘The American System in Cri- 
sis,’’ Political Science Quarterly, Vol. LXXIV (Dec., 1959), pp. 481-493 for con- 
trary views. The nub of the matter in Lippman’s view is that institutions in West- 
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an image or ‘‘model of man’’ as the ultimate arbiter of such 
differences. 2! 

Now the model of man depends largely on three assessments as 
these touch on (1) his capability for rational judgment, (2) his 
capacity for exercising free options among defined alternatives, 
and (3) his basic motivations. Ever since Freud the whole thrust 
of psychology has been into examinations of man’s irrational 
impluses. Herbert Simon assures us that ‘‘however adaptive the 
behavior of organisms in learning and choice situations, the 
adaptiveness falls far short of the ideal of maximizing postulated 
in economic theory. Evidently, organisms adapt well enough to 
‘satisfice’; they do not, in general, ‘optimize’.’’22 The evidence is 
however, far from conclusive** to suggest abandonment of a 
theory which, flowing from scholastic thought through classical 
economic theory, underpins representative government, personal 
responsibility, consumer sovereignty, and the Western legal 
system.24 There is postulated therefore, as the first attribute of 
an ethical act, the capacity for rational decision by seller and 
buyer on the market; business practices which help or hinder 
rational choice are tinged with philosophical implications of an 
ethical nature. 

When attention turns to the second problem, the area of in- 
dividual freedom, the assessment is more difficult. Thirty years 
ago, John Dewey felt that ‘personal motives hardly court as pro- 
ductive causes in comparison with impersonal forces’’?5 and that 
the range for individual initiative and action was indeed narrowing 
to the point of insignificance. Even with this stricture, Dewey al- 
lows more latitude than the classical market concept with its as- 
sumption of automatic governance by the impersonal forces of 


ern society are unworkable without relevance to a natural law. ‘‘Alexander had 
discovered empirically what Zeno was to formulate theoretically—that a large 
plural society cannot be governed without recognizing that, transcending its plural 
interests, there is a rational order with a superior common law,”’ p. 83. 
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supply and demand” There is postulated as the second charac- 
teristic of an ethical act freedom to choose. The practical issue 
is the measure of freedom accorded to producer and to consumer 
on today’s markets. 

The third and final problem to be touched upon relates to the 
purposes of human actions. Is human destiny fulfilled by service 
to others or to the self? The medievalists put the emphasis on the 
supernatural order. Man’s gaze was firmly fixed on heaven even 
as his tired eyes and tortured back bent to search the earth’s 
fruit. The Renaissance ruptured this ideal and, later, John Locke 
and Adam Smith erected a new intellectual structure designed to 
emancipate man from religious or governmental bondage.?’ If 
Locke was the forerunner of laissez-faire and Adam Smith its 
most eloquent spokesman, both were urging a hedonism at vari- 
ance with the earlier views. Self interest rather than service was 
the keyword but the real achievement was the equation of self- 
interest with public good. Economic justice was to be served in 
the new dominion not by ethical precept but by impersonal laws of 
supply and demand. 

Yet it must be observed that in the whole school of English 
classical economics self-interest becomes a dominant factor only 
in economic transactions. What is often forgotten in our concern 
with the classic Wealth of Nations is that Smith earlier rejected 
the notion that self-interest was the primary determinant of 
historical progress?8—a conviction shared by Ricardo and John 
Stuart Mill.29 What the classicists asserted, therefore, was that a 
whole range of interests and motives—such as charity or social 
service—transcended the marketplace but that economic justice 
was so uniquely promoted by market mechanisms that no outside 
intervention by either Church or State was necessary. 

In the nineteenth century people as intellectually apart as Marx 
and Leo XIII challenged the beneficiences of the market. Marx 
denounced self-interest as the ‘‘most violent, mean, and malignant 


26. See Edward Mason, ‘‘The Apologetics of Managerialism, Journal of Bus- 
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28. Adam Smith, The Theory of Moral Sentiments, Part VII, pp. 542-611. 

29. A.A. Young, ‘‘The Trend of Economics,’’ Quarterly Journal of Economics, 
Vol. XXXIX (Spring, 1953), esp. pp. 175-181. 
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passion of the human breast.’’8® And Leo XIII, in the 1891 en- 
cyclical on labor, felt equally that self-interest had run rampant. 
Shared in common was a rejection of Smith’s invisible hand as the 
deft manipulator of a just society. Thus was joined the historic 
debate between those who placed a primacy on self interest and 
those who placed emphasis on service, between those who counted 
the gains and others who measured the cost, between men who 
relied on self-adjusting market and others who would put con- 
straints upon it. While the classical position of strict laissez- 
faire has been substantially modified there remains the conviction 
that a more-or-less freely operating market is preferable if the 
other extreme involves centralized control over prices, wages, and 
production. This leads directly to the question: can such a mar- 
ket promote justice? Before responding to the question there is 
required some rough working definition of justice itself. 

Now justice, even in the most mechanistic terms, involves two 
elements: equality and proportionality. Equality (exchange of 
equivalents) has traditionally been the kind of justice to which the 
market could and should make a major contribution; proportional- 
ity or equity (allocating fair shares) has been variously assigned 
to private philanthropy and to the government. It is the contention 
here that the market should continue to focus on the former and 
that equity is not a primary purpose in the exchange function. 

The argument, summarily stated, rests on the premise that the 
market is not exclusively an impersonal and automatic mechanism; 
that it not only permits but relies on human judgment and choice; 
and that the market judgment and choice should be properly di- 
rected to exchange justice (sic, a transactionalistic ethic) and not 
to problems of social justice. 


C. Business Ethos — It is clear, then, that the transactional- 
istic ethic limits moral responsibility in the market to ‘‘the most 
fundamental relationship in the business world’’—that which pre- 
vails solely between buyer and seller.34 Even within this narrow 
spectrum, exchange justice was frequently denied its vital prin- 
ciple by total reliance on ruthless competition and rugged individ- 


30. Capital, Vol. I, Introduction, p. 15. For good interpretation see M. M. 
Bober, Karl Marx’s Interpretation of History, (Cambridge: Harvard University 
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31. Frank Sharp & P. G. Fox, Business Ethics: Studies in Fair Competition 
(New York: Appleton Century Company, 1937), p. 13. Peter Drucker goes beyond 
this but carefully limits managerial authority to business performance. The Prac- 
tice of Management (New York: Harpers & Brothers, 1954). 
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ualism. The real danger now is that in attributing a new dynamic 
quality of personal freedom and responsibility to the exchange 
function we expect too much. The full range of justices demanded 
by a complex, twentieth-century, industrialized economy cannot be 
met by the market; therefore, what might be called market ethics 
and what is often termed business ethics are not identical and 
never will be. The business ethic is primarily a problem for 
managment as it seeks to discharge obligations to a variety of 
claimants such as stockholders, workers, consumers, suppliers, 
local communities, and to the public at large.32 

And ethos will embrace value systems and expectations that 
have been reasonably well-defined and soundly approved. An 
affluent society may suggest as reasonable expectations fulfillment 
of ambition to own one’s own home, to have quality and variety in 
clothing, to be able to join a social club or two. A technological 
society may face problems of chronic unemployment or depressed 
areas where the ethos will impose upon management responsibil- 
ities for retraining workers, or for assuring job security even at 
the cost of increased profits. In a word, the ethos shifts markedly 
with time and circumstances and is concerned, more and more, 
with equity. 

The point can be illustrated in terms of business power. How 
internal disciplines are to be developed and managed provided a 
spacious arena for debate. Some see in the self-perpetuating 
Oligarchies the emergence of the corporate conscience which 
presumably would make the new lords temporal the guardians of 
the larger society.35 Some see the emergence of ethical behaviour 
less in terms of ennobled business motives and more in structural 
changes within the business order itself.34 Some would go even 
further to institutionalize both corporate conscience and corporate 
structure into a formally organized government pattern. 

Since it is patent that a whole host of values is being trans- 
formed it may be appropriate to suggest wider use of a concept 


32. Manley Howe Jones, Executive Decision Making (Homewood: Richard D. 
Irwin Co., 1957), is philosophically oriented in its treatment of social objectives 
for business. He is concerned with the company’s ideological, political and legal 
environment and not simply with more narrowly conceived economic ends. See 
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Harcourt Brace, 1954). 
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Vol. XLVII (May, 1957), Proceedings, pp. 303-31. 
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called the marginalist ethic.36 According to this notion, tradition- 
al criteria are challenged vigorously when a society enters a 
period of dynamic change. Thus, in the nineteenth century, em- 
ployers who provided for workers beyond market wages soon found 
themselves at a competitive disadvantage with producers who did 
not. Soon they refused to accept such responsibilities. Sucha 
development represented a decline in business morality from the 
older acceptance of trusteeship. But the change can be construc- 
tive. Accommodating values to affluence may improve traditional 
ethical standards by according to workers greater participation in 
decisions affecting the work life, or by providing relief from long 
hours of fatiguing toil. What is involved in marginalistic ethics, of 
course, is no ethical standard but a device for appraising change 
in the value systems of society. It seeks to relate the continuum 
to change: tc insist on certain minimum absolute values while 
allowing wide scope for pragmatic assessment. 


Ill. SOCIETAL EXPECTATIONS 


At a level lower than ethical imperatives and lower than the 
ethos is a substratum of somewhat inchoate ambitions which can 
be called societal expectations. More specifically, these expecta- 
tions are generated by knowledge that the traditional theory of 
scarcity has been modified by affluence, that buy-now-pay-later 
can be economically prudent (something absolutely alien to the 
Puritan mentality), that thrift is not always a virtue, that leisure 
may indeed be more humanly constructive than work, and that 
property no longer allows untrammeled personal control over its 
use. Like Gompers’ old formula for labor unions, the American 
consumer wants more. 

These expectations have begun to thrust upon the country some 
disturbing contradictions. We demand efficiency and competition 
but are uncertain that the traditional alliance between the two is a 
sound une; indeed, a determination of what constitutes monopoly 
and what constitutes competition is based less on economic and 
more on legal criteria.37 The fact that a high value has been 


36. Goetz Briefs claims to have first developed the idea in Untergang des 
Abendlandes, Christentum and Socialismus (Freiburg: Herder Publishing Company, 
1920); fuller and more systematic treatment is found in Werner Schoellgen, Grenz- 
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attached to competition does not mean that the concept of itself is 
an ethical one. While we have not gone nearly so far as Learned 
Hand who argues that ‘‘as a principle of universal application 
competition defeats itself?’ since it always leaves the ‘‘group 
worse off than it would be without it,’’ there is a clear ambival- 
ence in our current thinking.?8 Perhaps in basic conviction we 
are moving toward the Italians who, according to Professor Vito, 
never rated competition ‘‘highly in the general opinion and convic- 
tion, ’’39 

Or let us turn to the contrary pulls imposed on business by 
a commitment to full employment, and the expectation that the 
private business sector would assume primary responsibility for 
its implementation. To achieve full employment involves a per 
capita increase in Gross National Product which, in turn, can be 
achieved through increased government expenditures, increased 
net export, and increased domestic consumption. In a society 
already at high levels of consumption this means aggressive sales- 
manship to sell more and more goods if the private sector is to 
contribute to steady employment. And yet this takes the market 
perilously close to accepting the wisdom of ultra-special pressure 
campaignings in advertising and in public relations. It is related 
to the oft-stated criticism that the market is immoral because it 
urges man to increase his desires rather than concentrate on his 
needs. 

There is also the expectation of improved products due to 
technological innovation. Some may see in this expectation a 
rationale for what Schumpeter called ‘‘creative destruction’’ and 
still others may feel that the response is planned obsolescene 
where the product’s life is deliberately shortened and the consum- 
er asked—and unethically in this view— to pay hidden costs. The 
advance of science has proceeded so intensively of late that pro- 
perty and work—the two pillars of economy—have ‘‘at length 
fallen’’ with consequence for the traditional morality. The prob- 
lem, we are told, may be to ‘‘find people qualified to consume the 
increasing abundance of goods produced by a declining number of 
workers’’ and the ‘‘traditional morality,’’ like the ‘‘conventional 


38. Learned Hand, The Spirit of Liberty (New York: Vintage Books, 1959), 
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Economics. (London: Macmillan, 1948), p. 29 of eighth edition. 
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wisdom’’ appears inadequate for the assignment.4° And finally, 
there is a growing expectation that business has financial re- 
sponsibilities to schools, to hospitals and to community projects 
in a manner reminiscent of those once assumed by the medieval 
casa. Here, literally, the consumer is being taxed for philan- 
thropies he may actually disapprove of. 

The foregoing catalog is more suggestive than exhaustive. 
Yet, it illustrates some of the basic contradictions being foisted 
upon the business community and helps to explain why any appli- 
cation of simplistic ethical formula to the market is misleading 
and why the new business ethos is still so amorphous. 


IV. MARKETING PRACTICES 


Thus far, two major conclusions may be drawn. The first 
holds that while the Churches are urging their views upon business 
with greater vigor than ever before, there is not great likelihood 
of early agreement among theologians on any practical moral code 
for business. Even if agreement were reached there is little 
evidence to suggest a willingness on the part of the business to 
abide by such norms. The second conclusion relates to the busi- 
ness sector itself. In the face of contradictory demands by 
society there is grave doubt that the business community will 
effectively develop a satisfactory ethos on the basis of industry 
codes, adjustments in federal statutes, advertising or selling 
practices. To say this is not to deny the possibility of a more 
rational or ethical ordering of marketing institutions. The ques- 
tion here is simply where initiative for guideposts can be secured. 

Yet recent anti-trust cases, congressional hearings on the 
drug industry, and efforts by a distinguished committee of experts 
to draft a code of business ethics remind us constantly that the 
market is being assessed by criteria that transcend the sheer 
profit-and-loss calculus. So the problem essentially is to give 
greater logic and clarity to these criteria and it is submitted that 
philosophical ethics has much to offer. Indeed, as an initial basis 
for inquiry and assessment, one might ask if the market today is 
encouraging more rational decision-making and more rational 
consumer behavior? Is it encouraging greater freedom of choice 
for seller and buyer—even recognizing that gains for one of these 
parties may mean losses for the other? Is it promoting the growth 
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of hedonistic culture or is the push for greater consumption 
justified by need to maintain, for example, high levels of employ - 
ment and growth? If a judgment must be rendered it is the con- 
tention that, on the whole, the ethical dimension is being expanded 
by current market practices. The conclusion beggars support. 

If a simple model of the economy embraces the production and 
sale of goods and services, and their purchase and consumption,*! 
it is evident that marketing is concernedwiththe selling and buying 
aspects only.42 Yet the dynamic aspect, missing from sucha 
definition, can be supplied by considering marketing practices as 
the production of customers (especially regular ones) just as man- 
ufacturing is the production of goods. Thus a product improve- 
ment designed to attract new customers is a marketing practice. 
So is a new store, or air conditioning, or a new product or service. 
Greater convenience in purchasing, and better terms of payment, 
communication which enhances the customer’s knowledge of the 
product and perception of its value, also fall within this definition. 

It should be noted carefully that such marketing practices 
seek customers who, by definition, are freely choosing agents not 
coerced into buying. Indeed the distinction between customer and 
consumer is an important one for the latter suggests recognition of 
the ethical element of freedom of choice. 

But what of those marketing practices which are allegedly de- 
signed to blunt judgment and literally ‘‘force’’ a choice? Here 
advertising becomes the bete noir. The advertising fraternity 
defends itself on grounds that it promotes economic growth and 
sales while the critics argue that current advertising promotes too 
much sale of the wrong goods at the wrong prices. Yet both plain- 
tiff and defense rest their cases on what may be a false assump- 
tion, namely, the power of advertising itself. This sense of power 
is overdrawn. A more realistic view suggests that advertising is 
akin to casting in a stream when the fish are biting. It does not 
lure fish into hitherto uninhabited waters. Industrial, retail-store, 
and mail-order house advertising are geared to market receptivity. 
Only in cosmetics, remedy goods, and so-called luxury items is 
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advertising effective in creating demand but expenditures in this 
area are only a small amount of the total expenditures for adver- 
tising purposes. Viewed in this context there is not really much 
room for the ‘‘hidden persuaders.’’ And since there are luxury 
items are they not in the area where less careful calculus of the 
costs is ethically permissible? And is not the responsibility here 
more the purchaser’s than the vendor’s?*3 If one adds the real- 
ities of modern life (small suburban homes located some consid- 
erable distances from the place of work) it would appear that the 
American male has neither room nor time for extensive luxury 
purchases. And even the American woman, after completing ex- 
penditures on necessary food and clothing items for herself and 
children, is not likely to be an overly gullible creature. 

If attention is shifted from customer to marketer we note a 
major development in forecasting that holds promise for greater 
ethical performance within the market. Forecasting techniques 
have improved substantially over the past decades and this means 
ultimately more effective predicting and satisfying of real demand, 
better control over inventories, and less pressure to create 
artificial demand or to tamper erratically with prices. From this 
point one could go on to assert that reasonable expectations make 
for a more ethical and orderly society and the farther removed 
marketing practices are from the ‘‘oriental bazaar’’ mentality the 
more efficaciously does the market perform.** 

If there is emerging a healthy ‘‘plus’’ factor for believing that 
both sellers and customers are operating in an institutional frame- 
work where rational decision making is more, rather than less, 
likely, what of the second ethical criterion—the element of free 
choice? At the consumer level it would be hard to argue that such 
choice does not, in fact, exist in an affluent society. Of all the 
cruel prisons to freedom none is worse than than the dungeon of 
poverty. In terms of range of goods, in terms of possibilities for 
knowing the range, the American customer is really a monarch by 
contrast to other times and other societies. 

The most persistent charge of violation in this regard is in 
terms of ‘‘planned obsolescence.’’ But there is a waste factor 
built into every dynamic process and some of it is deliberately 
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contrived to achieve other goals. ‘‘Built-for-life’’ is not always a 
blessing as some of the antiquated dwellings along Riverside 
Drive amply demonstrate. If product change and product design 
are part of the culture then some measure of obsolescence is tol- 
erable and necessary. This strikes cruelly at the folklore of thrift 
and frugality but it is one of the prices society is asked to pay to 
achieve other things. Given a choice between full employment with 
a planned rapid turnover of products versus the older ethos of 
thrift and frugality at the cost of unemployment, there is little 
doubt what option the American people will select. 

Now this does not mean a defense of marketing practices which 
deceive the customer but such offenses can be corrected by guar- 
antees adjusted to the life of the product. If a customers knows 
that one television set will last five years and a second will last 
fifteen for double the price, there is no assurance whatever that 
it is to his best interest to buy the latter—given the state of 
modern technology and the fashions of modern life. 

Finally, what of motivations? Are they basically moving away 
from narrow self interest toward a loftier plane? The present 
state of the question is so murky that the best that can be expected 
are a few reasoned opinions. Plausible arguments have been 
developed for holding that ‘‘Adam Smith’s recognition of self- 
interest as a perennial and durable spring of human conduct is as 
true today as it was in his time;’’* that the marketplace responds 
to the ring of coin and not to moralistic preachment. Yet here 
again institutional changes of first magnitude are in the making. 
For example, marketing research is showing first signs of losing 
its special functional identity as it seeks to relate demand to 
production. If this develops then the marketing specialist becomes 
less concerned with his specialty and more concerned with the 
total process. As a generalist he will tend to relate parts to the 
whole—to be concerned with the totality. And one of the primary 
attributes of ethical behaviour is precisely this kind of view and 
this kind of concern. Clearly, there is no necessary connection 
between an ‘‘overview’’ and more ethical behaviour but in the 
context of business today there is sufficient grounds for holding 
that such a relationship will in fact prevail. 

Nor is this the full story. Ours is an ‘‘organization life’’ and 
in the economic order group life is being influenced more signifi- 
cantly by that large association known as the corporation. By 
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definition, the corporation is a voluntary association and so long 
as it remains true to its origins it can survive only as it holds the 
allegiances of a wide variety of clients. Unlike the seller in Adam 
Smith’s view, the corporation looks to a life eternal and its ob- 
jective tempers and restrains temptations to shortcut either 
morals or mores. It relies spatially on mass markets and the 
very impersonality of this market demands stability in pricing, 
quality of goods and servicing. Hit-and-run tactics are effective 
with the pirate’s ship but impossible for the citadel, and the cor- 
poration is the citadel in the modern economy. 


V CONCLUSIONS 


Lamentations over the decline of a ‘‘traditional morality’’ 
which emphasized thrift and labor not infrequently ignore another 
aspect of the older ethic; namely the conviction that economic 
practices operated exclusively under their own laws and, hence 
were immune to, and unaffected by, other ethical considerations. 
Glorified was the individual with his immediate self-interest. But 
the glories have been tarnished and many of the old realities dis- 
sipated. Corporations, with long-term interest in society at large, 
have replace the small seller and the corporation must be, like 
Caesar’s wife, above suspicion. Corporate leaders would agree 
that ‘‘the economic objective of competitive policy in a market 
economy is to promote good performance—good in the sense that 
resources are used efficiently (if not ideally), that progress 
through technological change is encouraged, and the economic 
activity contributes to, or at least does not interfere with the 
achievement of equally important social and political goals. . .’’ #6 
Motivations may still be largely self-centered and hence ‘‘con- 
science alone, whether of public trustees or of Christian business- 
men, is not enough.’’4? But the institutional mechanisms are 
changing to provide wider latitude for personal responsibility. It 
is a hard skeptic indeed who, given prevailing market conditions, 
would not view the widening scope for personal responsibility with 
greater enthusiasm than the old iron law of supply and demand. 
Then, too, history has a long and grim verdict to pass on the 
ethical planes which prevailed in poverty-ridden societies. 
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Affluence brings its problems but also its opportunities. Finally, 
improvements in pricing, forecasting and distribution suggest 
strongly a more effective and more efficient satisfying of con- 
sumer demands. The ideal moral economy of the Ralph Barton 
Perry’s vision*® may not be realized but surely Professor Henry 
Oliver is correct when he perceives some major ‘‘trends toward a 
new moral philosophy for Business.’’* 
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3. DISCUSSION 


ENNETH UNDERWOOD:* A new social ethnic is emerging in 
American business. Some of its most articulate and self- 
conscious representatives are leaders in American marketing. I 
can make clear some of the changes that are taking place by re- 
peating a discussion that took place recently in my own university 
when a group of salesmen and sales managers were brought to- 
gether to explore the ethical standards of marketing in the con- 
temporary world. 

A regional director of sales training centers for an automobile 
manufacturer was asked to lead off the discussion. He and his 
company had come to the attention of Wesleyan’s Public Affairs 
faculty as highly interested in providing in their sales training 
programs more adequate ethical images for their salesmen. This 
trainer of salesmen noted that ‘‘next to the salesmen’s concern to 
know why we keep manufacturing that dog [the Phallic Symbol 
Deluxe Special], their major problem is this: They want to know 
how they can be respected more in the community. They want a 
code of ethics, or something to give their business more dignity in 
the eyes of the public. So one of the things we have worked out to 
tell them is that they should regard themselves as professional 
people.’’ 

Now what this man regards as the criteria of a ‘‘real pro’’ is 
highly significant. ‘‘We point out three things,’’ he noted. ‘‘We 
tell them that they are making as much money as most doctors and 
lawyers in their town, that they belong to the best clubs and that 
they should regard themselves as professionals. Then we tell 
them that we are out to make marketing into a science. We are 
going to teach them the basic principles and techniques of market- 
ing which the greatest salesmen in history have discovered. I 
point out, for example, that Jesus Christ, was the greatest sales- 
man who ever lived. He knew how to listen to people. He knew 
what they wanted, and he convinced them of his absolute sincerity. 
Finally, we tell these men to get into community activities, to join 
the Community Chest drive, the boy scouts, to do things which are 
widely regarded in the community as good deeds. This not only 
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makes contacts, but creates a positive and professional public 
image.’? 

When the sales executive had finished, several businessmen 
supported his statement as a genuine attempt to deal with the 
moral and spiritual problems of marketing. They saw it, as did I, 
as a significant symbol of the increasing quest of businessmen for 
ethical standards which will give personal dignity and direction to 
their lives. But I am happy to report also that many of the men 
in marketing and sales regarded the solution as a perversion of 
the historic meaning of professions and of Christianity and as an 
inadequate representation of their own social ethic. 

What these men—and others like them who have collaborated in 
our inquiry into the ethics of American leaders—have then sought 
to express is a social ethic in many ways like that described by 
Dean Walton. I would term this a social ethic more of promise 
and hope than of fact on most levels of American business, but it 
certainly is emerging more and more as the mood, the pattern of 
thought and action of the new generation of sentinel figures now 
coming to power in business, politics, education and religion. 

I would stress here the following basic aspects of this social 
ethic, highlighting and elaborating on some aspects of Dean Wal- 
ton’s paper. 

The first aspect is that the search for standards in this social 
ethic is highly existential in both its personal and social dimen- 
sions. People want to know who they are; they want to emerge out 
of the varied pressures and demands upon them with some per- 
sonal identity and dignity, but they are finding out that this is not 
possible apart from their rendering of some service to others 
which is respected because it meets a genuine need. To go back to 
our sales conference. Most of the businessmen were quite aware 
that the automobile sales manager was trying to deal with a real 
problem in social ethics, which had arisen in the way all prob- 
lems in social ethics do; in the relations of men in which there 
had been a failure to achieve some minimal kind of mutual well 
being. The salesmen, if they were to gain some clue to whom they 
were, ought not to have been told first of all that they had achieved 
some external sign of professional status—money and the best 
club membership. They needed to be told that they were human 
beings whose dignity was dependent upon the achievement of re- 
lations which achieved at least justice and—in at least one moral 
tradition of their culture—possibly love. 

The automobile company had sought to deal with an existential 
crisis by the imposition of ethical standards which had in no way 
been internalized by the salesmen. Ethical standards can less 
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and less be imposed by bureaucratic authority or by an appeal to 
traditional authority in our present situation. What the auto sales 
executive had not seen was that respect and dignity were conferred 
in recognition of real help; it could not be obtained by salesmen 
telling themselves they had the money to belong to the best clubs. 

The attempt to indoctrinate men with standards, such as ‘‘pro- 
fessional’’ and ‘‘Christian,’’ no matter how much approved in of- 
ficial film strips etc., or how traditional, are doomed to failure 
unless each man is himself asking the questions which the leaders 
in the company or in some historic tradition are seeking to an- 
swer. When we ask the question, ‘‘What are the ethical standards 
in marketing?’’ we cannot presume that there is any agreement on 
the answer in traditional terms. Men don’t know what, historical- 
ly, it has meant to be a professional man. In the middle ages it 
meant for a man to profess his culture, to be a bearer and critic of 
it in his special calling and in all his associations. This criterion 
can’t be met by money to belong to the best country clubs, or by 
the company conferring the adjective ‘‘professional’’ upon sales- 
men who have not been encouraged to examine their basic inten- 
tions. 

Dean Walton is right in his stress upon the importance of in- 
stitutional changes affecting marketing ethics, but this must be 
balanced by attention to the motives of men; the crucial battle for 
an adequate social ethic goes on in the souls of men as to the 
criteria which guide their actions. 

The men who represent the new social ethic see the problem 
precisely that of whether American society is capable of supplying 
norms for our relations with one another, so we can, in mind and 
conscience, discern objective truth and value. The new social 
ethic designates that the ground of personhood and of society is 
love in the full and proper sense, a relationship of men established 
for their mutual well being, a love that approves the interaction of 
persons and which does not seek the domination of one of the per- 
sons or groups interacting. This internal, ruling principle is 
simply, ‘*‘You shall love your neighbor as yourself.’’ And ones 
neighbor in the Judeo-Christian tradition is every man. 
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SOCIAL RESPONSIBILITY — 
THE CHALLENGE OF CONTROVERSY 


A. Government—Marketing Relations 
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4. OUR PUBLIC POLICY DILEMMA 


Taylor W, Meloan* 


Our free-enterprise system has been characterized by gov- 
ernment regulation that has varied over the years. This 
may be attributed to a changing value system, which has 
necessitated a corresponding change in our institutional 
structure. Public policy toward marketing has never been 
consistent. As a result,many firms either ignore the rulings, 
or limit their opportunities by following the law too closely. 
In both instances, it is the consumer who pays the price. 


HE key purpose of this meeting is to contribute to a greater 

understanding of relationships in the changing political-eco- 
nomic environment in which we live. There seem to be as many, 
if not more, uncertainties today about regulations pertaining to 
marketing and their interpretation as there ever were. If I should 
say to one of my youngsters, ‘‘I’m going to cut your allowance 10¢ 
every time that you fail to put away your toys after play’’ the ad- 
monition and the punishment are both clear. But in the area of 
government regulation of marketing, we are faced with broadly 
conceived laws which have been differently interpreted and en- 
forced over time depending upon which value system was ascen- 
dent, political circumstances, economic conditions, and the ag- 
gressiveness of the regulatory bodies per se. 

Historically, it has been held that markets will regulate them- 
selves to the long run advantage of all if they are permitted to 
function freely. And free-for-all competition characterized the 
American business scene until late in the nineteenth century. 
During the depression years, protection of the ‘‘little fellow’’ was 
a paramount plea. It was argued by many then, as well as now, 
that an ‘‘adequate’’ number of competitors is needed in an industry 
to thwart undue concentrations of economic power. However, the 
desire to preserve competitors has often been rooted in political 
rather than in economic considerations. 


*Taylor W. Meloan, Professor and Chairman, Department of Marketing and 
Transportation, Graduate School of Business Administration, University of Southern 
California. 
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Although ours is held to be a government of laws and not of 
men, regulations governing marketing are not self-enforcing. For 
example, it is said that there have been three Robinson-Patman 
Acts. The early years of this law being characterized by limited 
enforcement, the mid and late 1940’s were marked by strict 
interpretation, and since that time the rulings have been more 
temperate. Surely these shifts in emphasis resulted, in part, 
from the differing judgments and personalities of the men on the 
bench and in the regulatory agencies. 

Faced with partially overlapping and sometimes conflicting 
enforcement pressures and philosophies as well as variegated 
patterns of interpretation, businessmen may adopt polar modes of 
action, either by ignoring laws pertaining to marketing almost 
entirely and hoping for the best; or by becoming ultra-cautious and 
thus foregoing legitimate business opportunities. The possible 
results of the first course are evident from the electrical equip- 
ment producers’ case, The consequences of the second route can 
be equally disastrous. 

While the current heads of the anti-trust divisionof the Depart- 
ment of Justice and the Federal Trade Commission are attorneys 
each with more than 20 years of experience on the Washington 
scene, both men are new in their present positions. Many busi- 
nessmen are fearful of what the future may bring in the realm of 
regulation under the new administration. The Federal Trade 
Commission was recently reorganized to expedite case handling, 
and the Congress increased substantially its budget for fiscal 
1962. There is every indication that the F. T. C. is becoming 
more aggressive and militant. Mail questionnaires soliciting data 
from firms, and the condemnation of harmful trade practices via 
quasi-legislative rules applicable to an entire industry are straws 
in the wind. And the head of the anti-trust division of the Justice 
Department recently testified in favor of bills to increase criminal 
penalities in anti-trust cases, and to make corporation officials 
legally responsible for violations even though they may not be 
directly involved in the offense. Thus, it would no longer matter if 
an executive officer said, ‘‘I did not know, and I did not condone.’?® 

Logically, the legal and economic convictions of the higher 


1. W. David Robbins, ‘‘A Marketing Appraisal of the Robinson-Patman Act,”’ 
Journal of Marketing (July, 1959), p. 15. 

2. Earl W. Kintner and Edwin S. Rockefeller, ‘‘The Wonderful World of Anti- 
Trust,’’ Business Topics (Autumn, 1961), p. 10. 

3. ‘*‘The Turning of the Tide,’’ Relations News Letter of the General Electric 
Company (April 27, 1961), p. 2. 


XU 


OUR PUBLIC POLICY DILEMMA 33 


echelons of the Kennedy administration will be reflected in 
policies and actions to come.’ In fact, it has been reported that 
the President has requested a monthly statement from the regula- 
tory agencies on their major problems.® This is the setting 
which faces us on the threshold of 1962. We have not had a con- 
sistent public policy pertaining to marketing. Our dilemma 
stems from the nature of our political system with its pressure 
groups, from changes in administrations and men in policy making 
roles, and from the dynamic nature of business itself. This 
dilemma may be mitigated to some degree by an exchange of 
views between industry and government which can contribute to 
greater understanding, possible reconciliation of differences, and 
clarification of issues in doubt. 

To this end, I have endeavored to bring together a group of men 
with differing backgrounds, positions, and points of view—all 
knowledgable about and interested in government regulation of 
marketing. The title of this session seemingly excludes the con- 
sumer. To put him back into the picture, our initial speaker is 
one with a strong consumer orientation. He will be followed by a 
spokesman of national reputation for industry. The program 
would be incomplete without a key representative of one of the 
regulatory agencies. Our third speaker brings 31 years of 
government service to this Conference. The anchor man is an 
academic colleague who is well qualified by research and business 
experience to project regulation of marketing into the future. 
This blend of association leader, industrialist, government official, 
and teacher represents, I believe, our best approach to marketing 
education. 


4. John Maughan, ‘‘What’s Ahead in Anti-Trust,’’ Dun’s Review (December, 
1961). 

5. ‘‘Anti-Trust Shifts Focus to Prices,’’ Business Week (March 25, 1961), p. 
63. 


MARKETING AND THE 
CONSUMER 


Jerry Voorhis* 


The end of business should be production, and not profit. 
Consumer satisfaction will be realized if the marketing 
process is accomplished as efficiently as possible. More- 
over, this efficiency will mean that profits will be realized. 
Vigorous competition is necessary if marketing is to be 
economically feasible. Protection of the small enterprise, 
will guarantee that this competition actually exists. 


HERE was a time when marketing was no problem at all. Dur- 

ing the earliest history of mankind everything that could be 
produced was consumed directly by the producer. Even in early 
America a considerable portion of our population produced largely 
for their own consumption. 

Contrast this with our own day when even the farmer’s wife 
buys bread and packaged cereal at the supermarket, and we can 
see the almost completely different economic world in which we 
now live. 

It still remains true, however, that from any rational point of 
view the only defensible purpose for either production or market- 
ing is to satisfy the needs and wants of consumers. And in this 
connection it is well to remind ourselves that everybody is a con- 
sumer and that the economic interest of consumers is the only 
universal economic interest and the only one whose advancement 
always serves and is identical with the interest and welfare of the 
nation as a whole. 

I need hardly say in this distinguished group that marketing is 
the method whereby, in a society marked by a very high degree of 
division of labor, particular groups of producers get their products 
into the hands of consumers. 

So important is this marketing function that it makes a great 
deal of difference to producing agencies, to consumers, and to the 


*Jerry Voorhis, Executive Director, Cooperative League of the U. S. A., Wash- 
ington, D. C. 
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nation as a whole just how the marketing is done, at what cost, 
according to what ethical standards, and by whom. 

At the present time marketing is done in our American society 
by almost every conceivable kind of agency and group. A little of 
it is still done by farmers selling direct to consumers. Some of it 
is done by groups of farmers who own cooperative marketing 
agencies. But seldom do these agencies sell directly to consum- 
ers. Almost always they sell to some outside processing or mar- 
keting corporation, which in turn carries the marketing process 
further. 

Some of our marketing is done by governmental agencies, as is 
the case with publicly -owned utilities. 

Much marketing is done by companies producing and marketing 
either directly to the consumer or to retail outlets. Thisisa 
growing trend and one which obviously increases substantially the 
economic power of these producers. 

Much marketing is also done by businesses whose whole opera- 
tion consists of marketing the products of other companies. 

And finally some of our marketing is done through consumer, 
supply, and service cooperatives, that is by consumers selling di- 
rectly to themselves. 

All these types of marketing have to be considered with respect 
to their impact on our economic life. 

There are two extreme points of view respecting marketing. 
One is that the purpose of marketing agencies is not to supply 
consumers with what they want and need but to make the consum- 
ers want and buy whatever producers want to produce. 

Naturally enough producers will want to produce the lines and 
items having the widest profit margin. And the closer an industry 
comes to being dominated by a few monopolistic companies the 
more its marketing practices will approach this extreme view- 
point. 

At the other extreme is what I would call the ‘‘professional 
consumers’’ point of view which holds that the only factor worthy 
of consideration is to get good goods to consumers at the lowest 
possible cost to them. A little of this point of view would indeed 
be a healthy influence in such industries as drugs and automobiles. 
But applied to food or textiles it could lead to even greater eco- 
nomic injustice against primary producers than now exists, Con- 
sumers ought to pay enough for food to cover cost of production to 
farmers. Probably they do now pay enough to make this possible. 
But the farmers don’t get much of it. 

It will be evident that what I am saying is that the health and 
effectiveness of the marketing process depends on the degree of 
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competition which exists and the balance of economic interests 
involved. 

In general the trend in our economy today is in the direction of 
greater and greater economic power in the hands of fewer and 
fewer producers and distributors. In many lines consumer pref- 
erence has all but ceased to exist. Especially since consumers 
are as short-sighted as generally they are. 

We profess to want a free competitive economy in the United 
States. But we are too blind to see the implication of oft-repeated 
admonitions to ‘‘buy nationally advertised products.’’ All consum- 
ers need to do to eliminate every small and locally owned industry 
in the country is to heed that slogan. Only the largest firms can 
advertise nationally. Those who can are obtaining a tighter and 
tighter control over the market all the time. And the consumer 
choice or preference shrinks correspondingly. 

I am not saying that nationally advertised products may not be 
perfectly good products. Many of them are. But advertising them 
nationally does not add one whit to their value. 

My main worry here is that small concerns, however efficient, 
and however excellent their products, have almost no chance to 
develop a market in competition with the giants who are able to 
afford national television and national circulation advertising plus 
the help of expert motivational researchers. 

And this is a primary concern to anyone who seeks to defend 
the consumers’ interest in the market place. 

So—what should we do? 

I should like to take a moment at this point to say that I know I 
have been treading on some very large, and very much respected 
toes. I expect I have made a number of you quite furious at me 
already. If so, I cannot say it has not been deliberate. I have 
perhaps stated my point of view in somewhat extreme form. But I 
believe it is one that needs stating forcefully. For it is not, to say 
the least, a prominent or powerful influence upon the markets 
today. 

There are three general methods whereby the consumer inter- 
est can be asserted in our economic life today: by restoring ef- 
fective competition, by governmental action, and by voluntary 
organization. 

In a half-hearted sort of way we have been trying to restore 
competition for well over half a century. The net result has been 
a constant diminution of competition in one after another of our 
major lines of business. I could, as you all know, name dozens of 
major lines of business into which it is simply impossible for new 
companies to enter—unless they want to commit financial suicide. 
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The prices of the commodities produced in these businesses are 
administered. Stocks of the companies are among the ‘‘blue 
chips.’’ 

Stocks of companies doing business in lines where competition 
still prevails are seldom in the blue chip family. 

Of course, no one knows exactly what would happen if the anti- 
trust laws were vigorously and universally enforced. For we have 
no experience with much more than ‘‘spot enforcement.’’ But of 
one thing we can be fairly certain. In many lines of business the 
point of no return has already been passed and it would be ques- 
tionable public policy to try to break up the giants which already 
have so tight a hold on our national economy. Such action might 
cause a panic. 

In such circumstances protection of the consumer interest can 
be provided in the market place only if consumers themselves 
organize their own business and enter that market place. Other- 
wise it is strictly up to government. 

Apparently, then, unless there is a rapid growth of consumer- 
owned merchandising business, protection of consumer interests 
is going to be more and more up to government. For it is serious 
enough when the prices of most metals and metal products, most 
chemicals and chemical products, most containers, most drugs, 
and most farm machinery, to use a few examples, are adminis- 
tered and unaffected by any free market influences. 

But what is going to happen when the same is true of food? And 
if we may judge at all from the dramatic decline in the number of 
agencies in the market to buy farm products, the day may not be 
far distant when it will be as impossible to enter the grocery busi- 
ness as it is to enter the automobile or chemical business today. 

Before I go farther there is one offsetting factor to what I have 
been saying that must in fairness be stressed. The past few 
decades have witnessed a dramatic increase in what might be 
termed recognition of responsibility on the part of the manage- 
ment of many of our large businesses. A new sense of respon- 
sibility is evident. No doubt about that. A consciousness of 
power, and a concern over the extent of that power, has begun to 
affect both the thinking and the action of many of our biggest 
management teams. 

But not yet has this expressed itself in moves to reduce 
prices or to pass on the benefits of technological change to any 
appreciable extent to the community as a whole. Nor is the 
modern management point of view by any means universal. 

So it is still up to government to protect consumers’ inter- 
ests—especially in view of the increasing power of what may be 
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termed ‘‘motivational advertising.’’ The ‘‘motivation’’ people tell 
their clients that, given enough money, they can make the people 
want—and buy—almost anything. And there is, unfortunately I 
think, evidence to support their claims. 

It is therefore encouraging to find an increasing number of 
offices of consumers’ counsel, if not actual consumer interest 
departments, being set up by the states. One of these days 
Senator Kefauver’s bill to create a national department of the 
consumer interest with cabinet rank may get serious considera- 
tion. 

Meanwhile the Federal Trade Commission has been given 
some additional powers by Congress and is showing clear signs of 
moving into areas where in the past only angels dared to tread. 
Its crack-down on deceptive advertising has now gone far enough 
to at least demand that some actual living doctors be presented in 
evidence to support claims that three-fourths of all doctors take a 
certain kind of medicine or use a certain kind of golf club. Of 
course the truth is that no-one has the slightest idea what per- 
centage of doctors actually do these things. And FDA performs a 
public service in bringing out that fact. 

The Federal Communications Commission under new leader- 
ship has been bold to point out that the air ways are part of the 
public domain, rather than the private property of broadcasters, 
and that since this is true those who are licensed to use those 
airways could be called upon to show that they are using them 
well. 

One is encouraged to hope that other regulatory bodies which 
are supposed to protect the general public interest, which is 
synonymous with the consumer interest, will catch the present 
spirit of FTC and FCC. 

But a note of caution is required too. The commissioners come 
and go and so do administrators, and the interests supposed to be 
regulated have, all through history, shown a remarkable ability to 
bring about situations where the supposedly-regulated actually 
regulate the regulators, rather than the other way around. The 
relations between medical societies and state departments of 
health and between public utility companies and public utility com- 
missioners are, I believe, cases in point. 

So it was a very noteworthy occasion, when, last month, the 
Supreme Court of Connecticut handed down a decision to the effect 
that consumers of products can bring suit and seek recourse 
against producers if harmed or injured by use of a product, even 
though no contract exists or has been legally violated. 

This decision opens a wide vista. The vista would be much 
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wider if organizations of consumers in the country were any- 
where near as well developed as is the power of producers. But 
even though that is not the case, it is interesting to speculate on 
the effect on producers if they know that any average consumer 
anywhere in a state—or maybe in the nation—can hail them into 
court as defendants in damage actions. 

In closing I feel that the third method, whereby consumers 
can protect their own and the general public interest in an econo- 
my like ours has become, should at least be described briefly. 

Groups of consumers have as much right to invest their money 
in businesses organized to supply their own needs as have others 
to invest in businesses whose purpose is to sell products to other 
people. When consumers do this the resulting business is called a 
cooperative. There are other characteristics of cooperative busi- 
ness but for our purposes here the important one is that coopera- 
tive businesses are owned completely by the same people who use 
their services or buy their products. 

There is no point or sense in either curtailing the supply of 
one’s own needs, or overcharging oneself or supplying oneself 
with inferior quality goods or services. 

Therefore cooperative businesses because of their very nature 
will always try—whether or not they always succeed—to put out 
superior products, to provide superior services and to do so at 
the lowest practicable cost to their members and patrons which is 
consistent with general fair dealing. 

Moreover, since cooperative businesses are organized and 
conducted to supply their member-owners needs, they have a built- 
in market for the goods and services they produce and provide. 

This is why cooperatives can sometimes enter lines of busi- 
ness and compete even with established monopolies, whereas 
other types of business could not dare to do so. When I say this I 
assume no special tax advantage for cooperatives whatever. 

Rural electric cooperatives are an example of how the co- 
operative form of business from a pure service motive can expand 
our economy to include a service not otherwise rendered at all, 
and successfully compete with giant corporations in so doing. 

Credit unions and housing cooperatives are examples of co- 
operative businesses that have reduced costs of services and 
goods to consumers—just because that was their basic motive in 
being in business in the first place. 

And farmers’ cooperatives in the fertilizer and chemical 
businesses as well as the oil cooperatives are examples of where 
cooperative business can and does compete with very powerful, 
entrenched and, to a degree, monopolistic competitors. 
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When cooperatives do these things they tend to raise quality 
standards, to force full production and supply, and to affect price 
structures—not only for their members, but for all consumers of 
products or services involved. 

The method of re-introducing competition by means of co- 
operatives has these additional advantages: It enables consumers 
to take some direct responsibility for solving their own problems 
instead of relying upon government. And it avoids the necessity of 
breaking up efficient, established, business institutions. All of 
this provided, of course, that the cooperatives are big enough 
actually to affect the market. 

So to summarize. Our economy is at present dominated and 
largely controlled by powerful, increasingly integrated, and in- 
creasingly monopolistic producing and marketing concerns. Con- 
sumers and the general public interest need protection. There 
are three ways to get it: either by restoring competition through 
enforcement of the anti-trust laws, by direct governmental inter- 
vention on behalf of consumers, and by direct organization of 
their own cooperative businesses by consumers. If the Connecti- 
cut decision is not overruled, then probably we should add a fourth 
brand new method—that of action by individual consumers through 
the courts. 


6. GOVERNMENT ATTITUDES AND 
THE MARKETING IMAGE 


D. Beryl Manischewitz* 


Marketing cannot and should not be anti-government. It 
should however be concerned about the nature and extent 
of government controls. This paper explores many criticisms 
and actions of government which may in the long run have 
restrictive consequences for marketing. Especially consid- 
ered are actions or attitudes of Congress, the Courts,and the 
Federal Trade Commission. Recommendations for develop- 
ing more useful self and government marketing regulations 
are developed. 


HETHER by accident or inspiration, the American Marketing 

Association at this Midwinter Conference, already has ful- 
filled one of the prerequisites for a broader, deeper, more 
thoughtful evaluation of our marketing concepts by the public and 
by our government. 

This is the requirement that the creative intellects and the 
articulate personalities of the marketing world meet, speak and 
exchange views on the significance of the relationship which has 
been developing between their daily marketing operations and the 
affairs of our Federal Government in Washington. 

There have been other evidences of marketing’s growing 
awareness of this relationship. We all have noted in our trade 
journals, in our marketing literature, in our professional groups 
and in other places the rising temper of interest in the current 
acts and attitudes of government. But this Midwinter Conference 
may be making at least minor history. I can think of no other 
great national marketing organization which has placed so much 
of its agenda emphasis upon government-oriented problems. 
And tonight we are here—all of us marketing people in one way or 
another—with a full evening dedicated to what I would like to call— 
perhaps to christen—the ‘‘Ideology of Marketing.’’ 


*D. Beryl Manischewitz, B. Manischewitz Co., Newark, N. Jersey 
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You will better understand my own keen interest in this dis- 
cussion, perhaps, if I say a brief word concerning our NAM Mar- 
keting Committee and what it is—and isn’t—because it is some- 
what unique among marketing organizations. Ours is a 
policy-forming group. Our primary assignment is to bring togeth- 
er the top corporate marketing executives of industry—there are 
more than 300 on our Committee—to crystallize their opinions on 
the National issues affecting their functions, and—I am now quoting 
from our Committee objectives—; ‘‘to identify and study govern- 
mental proposals affecting or interfering with the marketing 
function and to propose constructive solutions designed to combat 
any unwarranted federal or state intrusion into that area his- 
torically reserved for free enterprise.”’’ 

‘‘To identify and study government proposals’’ is the opening 
line. Many of you, I understand, may be engaged in market re- 
search and from you I have learned that nothing should be done 
until you ‘‘identify the problem.’’ Let us begin at this point. 

The premise you are asked to consider tonight is the view that 
the deprecating attitude of our national leaders toward the free 
market concept is redirecting national attitudes and national 
policies in the direction of unwise and unnecessary restrictions 
and compulsions on our marketing functions. Our marketing 
image has suffered and this is important in our separate business 
relationships with our public. More important is the character of 
the government actions which follow in the shadow of these at- 
tidues and the impact of the actions upon the efficiency of our dis- 
tribution and hence the public itself. 

This is our concern—and now—I must offer a disclaimer. We 
marketing people are not, nor should we be, anti-government. 
We are not opposed to a vigorous Federal Trade Commission, 
for example, aggressively policing any clearly deceptive or 
fraudulent claims applied to the products of manufacture. We are 
not opposed to the proper application of civil and criminal penal- 
ties upon those who conspire to defeat the ideals of maximum 
competition in the market place. We do believe in the full and fair 
enforcement of the basic statutes by which our society, uniquely 
among economies of the world, forestalls the capture of the con- 
sumer by a monopolistic producer or seller. 

We are concerned, however, that a movement toward govern- 
ment direction of our daily marketing activities is closing in upon 
the marketing system and that, in the long run, it will weaken 
rather than strengthen the competitive process which is the con- 
sumer’s ultimate guarantee of high quality products, fairly priced 
and honestly sold. 
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It is a pattern of criticism which picks not only at our com- 
petitive practices—our discounts, advertising, promotional serv- 
ices and similar work-a-day policies—but now challenges the 
character of our products, the merits of the advertising and sell- 
ing process, the validity of free market pricing—the values, in 
fact, of the production-distribution system as we understand it. 
For this I owe you at least a brief catalog of some of the events 
which justify this conclusion, if only to refresh your recollections 
of recent issues in the marketing field. 

Because I am describing now the sources of the attack upon 
marketing it might seem only fair to recall the writings of certain 
‘‘affluent economists,’’ the best selling fiction with a Madison 
Avenue locale, and other non-government sources, which cer- 
tainly did not enhance our marketing image. 

Consider, for example, this succinct paragraph from the May 
1961, edition of ‘‘Consumer Reports,’’ a publication of Consumers 
Union: 


‘‘What then can be said about the lot of the consumer in 
1961? You might sum it up this way: On the average, 
for the country as a whole, standards of living have risen 
while the ability to translate money into goods with con- 
fidence has diminished. Rational choice has become in- 
creasingly difficult. Waste and fraud have siphoned off a 
part of what higher incomes might have added to living 
standards.’’ 


Here, in a single paragraph, this organization has charged 
widespread advertising deception; has questioned the merits of 
product differentiation; has implied that advertising is an economic 
waste, and has made references to fraud which can only be as- 
sumed to impute low quality and short quantity to our products. 

Thus, we recognize that critics outside of the government 
service also contribute to the total public attitude, but because our 
assignment tonight is to discuss the role of government in this 
current marketing melee, it is necessary to limit the scope of my 
remarks to the government-marketing relationship. 

We can identify at the outset four major techniques by which 
government is moving with great vigor—and more rapidly than 
many of us are aware—along a path circumscribing the free mar- 
ket. 

One is by the Congress itself, in its legislative function, and 
today we find some 200 proposals for new laws, invariably to sub- 
stitute some new compulsion or some new prohibition for the 
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judgment of the market place. A second is the growing abuse of 
the power of investigation by the Committees of the Congress, 
which have gone far beyond the normal requirements of legis- 
lative hearings to condemn various enterprises, whole industries 
and even particular functions of marketing. A third is through 
continuous re-interpretation of the law by the courts, periodically 
presenting marketers with new prohibitions and new rules of the 
game. Finally, and in recognition of my fellow guest on the plat- 
form whom I know to be a conscientious public officer, we have 
the regulatory agencies, pressing relentlessly to expand their 
authority through the broadest possible interpretation of the 
statutes—and I shall have to spend some time tonight on this 
phase of the problem. 

In the legislative process this year are proposals with which I 
suspect few of you are familiar, yet they affect virtually every key 
function of marketing—pricing, distribution channels, product 
quality, advertising and labeling, supplier-dealer relations, sales 
financing, among others. 

There are bills, some of them being seriously considered, to 
set Presidential commissions to pass judgment on price increases 
in selected industries; to outlaw for all practical purposes geo- 
graphical price differentials of national distributors; to limit the 
right of manufacturers to market their products through outlets of 
their own choosing; to prohibit other manufacturers from market- 
ing through their own retail outlets; to fix minimum prices on 
sale of goods through such outlets; to require especially favorable 
discounts for some distributors over other distributors; to prohibit 
selected manufacturers from financing and insuring sale of their 
own products for dealers and consumers. Many of these seem to 
be hardy perennials introduced in Congress after Congress. Yet 
none I assure you ought to be ignored, for in each session they 
are carefully nurtured and promoted, gathering headlines and 
votes in the process, in the hope that ultimately passage will be 
achieved. 

In the instruments of power held by Congressional investigating 
committees, marketing has been held up to perhaps the severest 
public censure. Among the most sensational have been the 
activities of the Anti-Trust and Monopoly Subcommittees of the 
Senate Judiciary Committee, and the Small Business Committees 
of both the House and Senate which have delved into the most com- 
plex marketing operations of the steel, automobile, textile, food, 
petroleum, automobile tire, flat glass, drug and many other in- 
dustries. 

From within the Committee membership itself we have state- 
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ments challenging the conduct of these hearings, and the validity 
of their findings. Minority members of the Kefauver Committee, 
for example, have reported how the hearings have been weighted 
with witnesses critical of marketing practices; how reports con- 
tained charges not supported in the record; how testimony was 
omitted from the reports where it was unfavorable to majority 
views, and how testimony defending the industries has been quick- 
ly countered by staff techniques intended to capture the day’s 
headlines. To those of you who may be interested in the economic 
role of advertising, I recommend a reading of the 1958 Kefauver 
Committee Report on Administered Prices in the Automobile In- 
dustry. In it, the Committee majority assumes a high degree of 
expertise in the advertising business, and draws a picture of ad- 
vertising as a wasteful and unnecessary charge upon the economy. 
Again, in 1960, the selling and promotional methods of the entire 
drug industry were portrayed in similar light. 

Let me give you just a few citations from Senator Roman L. 
Hruska, a member of that Committee: He has said, quote: ‘‘Our 
proceedings have been like an upside-down fantasy in a Humpty 
Dumpty world.’’ Also, ‘‘The primary idea is not to make laws but 


to make news.’’ Again, ‘‘It isn’t legislative inquiry. It’s show 
business.’’ And here is how he describes one technique of that 
Committee: ‘‘Interviewing witnesses is a screening process, not 


to discover people who can give impartial and educated testimony, 
but to book for public appearance those worthies who will parrot 
the preconceptions of the Subcommittee staff.’’ Finally, he sums 
up: ‘*Yet the hearings go on, the spectacle continues—a kind of a 
quasi-judicial procedure, a kangaroo court, shrewdly rigged to 
discredit an industry before the bar of public opinion, to persuade 
the man in the street that the discoverers of miracle drugs are 
guilty of selfish derelictions, predetermined and prejudged.’’ Not 
only is this Senator talking about the processes of our Congress— 
he is talking about our marketing profession, the victim of the 
abuses he has observed for so long. 

During 1961, this particular Committee drew more headlines at 
the expense of marketing. Not many marketing men are normally 
interested in patents, but those in the pharmaceutical industry 
were when Senator Kefauver started hearings on proposals which 
would force drug firms to license their competitors after three 
years, and which would undermine the brand name concept by re- 
quiring physicians to write prescriptions by generic names only. 

Unquestionably, enactment of the Kefauver bill would aid the 
generic manufacturer and deal a staggering blow to the research- 
minded manufacturers of brand-name drugs. Even at present, the 
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generic seller has a considerable cost advantage over the brand- 
name manufacturer, for developing a new drug is a long, costly 
process. Yet it is the brand name concept which has helped 
produce the life-giving miracles of which we boast today. Where 
lies the public interest? 

This Committee also did not overlook the opportunity to drain 
the last drop of publicity from the electrical industry fiasco by 
calling hearings which put these marketing people once more 
through an ordeal they already had suffered in the courts. One 
objective—and a great number of public statements and government 
actions have dwelt on these cases—was to equate ‘‘identical 
pricing’’ with ‘‘price fixing,’’ tending to convince the public that 
you are all conspirators against the consumer. 

At the same time, Senator Kefauver has established a new 
instrument under Senator Hart of Michigan to investigate packag- 
ing, and we now have received a picture of our business system as 
producers of shoddy, shabby and meretricious goods, offered at 
high prices under deceptive labels, to paraphrase that Senator. 
The purpose, and I am sure you know this, is to build publicity 
support for all the various consumer protective proposals which 
are going the rounds today. One of them which you will be hear- 
ing more about in the next year or two is for a Cabinet-level De- 
partment of Consumers providing a new national platform for the 
promotion of statutes governing not only marketing practices, but 
evaluating the social need for our range of consumer goods. 

Within our courts, the free market has survived many major 
tests, such as the basic right to meet price competition. Here, 
too, however, the power of government has been tightening about 
many normal competitive marketing practices, for of seven de- 
cisions of the Supreme Court since 1958, five of them applied new 
restrictions under the Sherman and the Robinson-Patman Acts. 
New concepts were written into law, for example, when the court 
held that extra promotional services to a customer cannot be cost- 
justified, even though no injury is caused to the less favored 
buyer, and again when it limited the right of a businessman to 
choose his own customers, as in the 1960 Parke Davis decision. 

Among the more significant trends which have come to our at- 
tention is the changing attitude within the Federal Trade Com- 
mission. Marketing has taken note of a conversion of its philos- 
ophy from its traditional function as a counselor for industry to 
that of a punitive agency. We all know of the intensive efforts of 
the agency under the previous administration to expand the scope 
of its power—but we were repeatedly assured of its adherence to 
the basic principles of voluntarism in the regulation of the market. 
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We have heard little of voluntarism in the past year. To the con- 
trary, we have been told that the order is changing. We have been 
advised that the FTC is to operate in a police squad car, rather 
than a hearse, according to its chairman, and that it no longer 
would attempt to bring about industry-wide education by ‘‘wagging 
a wise finger at the misdeeds of yesteryear,’’ as the chairman 
also has said. Many marketing and legal observers have felt that 
the former policy of maximum reliance upon education and volun- 
tary compliance generated tremendous new respect for the Federal 
Trade Commission, and brought about widespread efforts by busi- 
ness groups to encourage compliance with the law. 

There is a second shifting of fundamental concept within this 
agency. Some years ago, a former chairman of the FTC ex- 
pressed this philosophy: ‘‘...the Commission should proceed 
against ‘hard core’ violations instead of depleting its limited re- 
sources by pursuing peripheral or bordering test cases. We are 
not :in business to test the limits to which the antitrust laws might 
be applied or extended.’’ That was in 1954. 

There is cumulative evidence that there has been a departure 
from this concept, under both the present and the immediate past 
administrations. There are persistent reports that this agency is 
seeking ways to apply the statutes to the nebulous area of ‘‘price 
leade~ship’’ in certain industries. If so, we can be justified in 
concluding that it will be an effort to write new law where no law 
exists, despite the failure of the ‘‘administered price’’ hearings 
of Senator Kefauver to impress the Congress of any need, or to 
produce any basis, for such governmental control. 

There have been other recent attempts to write new law through 
the administrative process. In the case of the Grand Union Com- 
pany, four of the five Commissioners, although unable to find in 
the statutes any prohibition against the receiving of a dispropor- 
tionate advertising allowance by a customer, nevertheless found 
the company in violation. Its holding, I believe, was that while 
such practices were not actually prohibited, they violated the spir- 
it of the Robinson-Patman Act, and hence the company could be 
found guilty of violating the Federal Trade Commission Act 
against unfair trade practices. Thus, a corporate citizen was held 
to have violated two statutes, neither of which covered the of- 
fense. Certainly, if marketing people are to be held responsible 
for divining the spirit of a law which already is famous in legal 
circles as one of the most vague and uncertain statutes in legis- 
lative history, we are abandoning basic antitrust concepts in favor 
of capricious and uncertain regulation for regulations’ sake. 
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Are we certain that such extremes of administrative control 
are enhancing competition, and of benefit to the consumer? The 
Commission, reversing its hearing examiner, now has held that a 
Cleveland Ohio potato chip concern may not rightfully offer retail 
stores the same price discounts as its competitors to obtain new 
customers—it may offer such discounfs only to keep the com- 
petitor from stealing its customer. Under this philosophy, one 
firm may forever be protected from competition for its cus- 
tomer; the other will be forever foreclosed from winning that 
customer. Again, we read the FTC attorneys today are contending 
that a large soap company may not legally acquire a smaller con- 
cern making a totally different laundry product on the ground that 
it has demonstrated superior marketing power in the soap busi- 
ness, and is therefore a potential monopolist in the new line. 
Under such a principle, marketing men may well cease to exer- 
cise their ingenuity in developing new product lines, and diversifi- 
cation in the manufacturing field may be subject to government 
control. 

Just how sure can the government be—how sure can we be— 
that such decisions are truly in the public interest? Are we not 
penalizing, perhaps, a basic management quality? Are we sure we 
are not tending to protect inefficient, high-cost companies, with 
the real cost falling ultimately on the consumer? Such a principle 
is everlastingly bad, of course, but is it not even more dubious 
today, when our domestic costs are under many pressures? Let’s 
remember that our foreign competitors are not restrained in 
these ways, and we must avoid contributing further to our trade 
difficulties. 

Early this year, the marketing world was advised by the Com- 
mission Chairman that advertising men and their lawyers spend 
too much time trying to see how closely the law can be ‘‘shaved.’’ 
Those who live within the shadow of the law are odious to all of us, 
but let us make our rules of morality run two ways. We have 
legislative processes for the imposition of such drastic new rules 
of our commercial life, and it seems to me equally odious for a 
regulatory agency, not endowed with full judicial powers, con- 
tinuously to seek to circumvent the written statutes and to impose 
its own values upon the business society. This should be particu- 
larly true in the field of trade law, where the moral judgments 
are ill-defined—indeed morality often is not in issue, for many 
such cases are purely legal and economic guesswork over the 
marketing effect of a given commercial action. 

Now in these four areas of government aggression, I believe 
there are expressed or implied attitudes which are doing a greater 
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disservice to the free market economy than our detractors intend. 
Many of us have become accustomed to labels, intended to turn 
the public away from our views on other governmental intrusions 
into such areas as employee relations, community responsibil- 
ities, or social welfare. We are not prepared to accept the ex- 
aggerated and uncompromising portrayal of private enterprise, 
and all of its people, as producers and sellers of shoddy mer- 
chandise, fraudulently represented, excessively priced and sold 
under conditions of conspiracy on the one hand, or unethical com- 
petitive conduct on the other. The question is whether any single 
economic or social mechanism can withstand such sustained public 
criticism as has been leveled against marketing for the past 
several years without being seriously impaired by over-zealous 
legislation. Our concern is that the public is being conditioned to 
accept governmental compulsions and restrictions which go far 
beyond the needs, and will be destructive of both economic ef- 
ficiency and individual freedom. This is the peril point in the 
situation. 

Deep within it, I believe, can be sensed a lack of faith in the 
resiliency of the market place—a lack of real faith in the forces 
of our economic system. This I am sure will be most vigorously 
protested by advocates of the various proposals I have mentioned. 
My point is that it has become a custom of our lawmakers and our 
administrative people to find some isolated abuse in our prac- 
tices, and to presume that it will encompass the economy unless 
checked by some restraining act of government. They are quick 
to forecast a developing evil, to project market power, to predict 
the impact upon competitors, to envision the extension of a prac- 
tice of the moment into tomorrow and tomorrow. They are slow, 
blindly slow, I believe, to see the market reaction to such actions, 
or to evaluate the innovations, competitive manuevers, and volun- 
tary mechanisms which always spring up and flourish under the 
pressure of vigorous competition. We are justified in wondering 
whether our national leaders sometimes do not have their crystal 
ball trained in the wrong future. 

What now shall be done? What solutions or proposals can 
Marketing people provide in the situation? 

It seems to me that Organized Marketing—meaning such or- 
ganizations as yours and mine, and there are many others in our 
field—have the first responsibility for advising government of both 
its rights and ours. Sooner or later, we marketing people must 
develop specific recommendations for reform either of the stat- 
utes already enacted, or of their administration. I believe Iam 
right in stating, for example, that in the 25 years that the 
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Robinson-Patman Act—that most controversial of all trade regula- 
tions—has been a part of our marketing system, no organized 
professional, legal or even business group, has developed any co- 
herent set of principles relating to it. Some isolated views on the 
impact of this dubious law upon business life and the public have 
been advanced, but I know of no organization, including my own, 
which has done the hard thinking which we must do before we can 
give government meaningful guides as to the marketing practical- 
ity of the rules they are promulgating. We owe it to Mr. McIntire, 
who is with us tonight, to tell him more exactly what we think 
should be done and not done, or we shall not be in a position to 
criticize the circumscribing or our vital marketing operations with 
such miniscule rules that we have injured both business efficiency 
and the consuming public. 

So we must crystallize our thinking, evolve our recommenda- 
tions and place them before the constituted authorities. This, I 
hope, is a constructive approach which has not been accomplished 
to date, although our own organization has made a start, and needs 
help where we can find it. 

Second, we must intensify our own programs for workable 
voluntarism. It is up to Organized Marketing to demonstrate to 
government and to the public, that we have the will, the means 
and even the mechanisms to accomplish this. I do not precisely 
accept, incidentally, the sweeping exhortations that we ‘‘clean our 
own house,’’ as a piece of semantics, yet Iam not completely 
apart from our critics because there are things we can do better 
for ourselves. 

As an example, it is time that the Better Business Bureau were 
a better known institution—better known within our government as 
well as to the public, so that it will become an even more effective 
voluntary instrument. Has any government agency matched its 
task of dealing with more than a million consumer complaints a 
year, or its record of roughly 95 per cent cooperation by offending 
businesses? Also, government and the public should be made 
more conscious of the formalized system of screening of adver- 
tising by such great organizations as the Association of National 
Advertisers and the American Association of Advertising Agen- 
cies, and the local level ethical programs of the American Feder- 
ation of Advertising. The codes of practice of individual firms 
and of trade associations have a role, and the many great trade 
journals—often the most effective voice of conscience in our mar- 
keting and advertising practices—have been a powerful force for 
ethical and legal conduct through all the years. Government has 
not inspired any of these—who can say how much more might be 
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done without the meticulous policing of government agencies. Also, 
who can say whether such efforts may not become less effective, 
and tend to wither and die, if they are to be overshadowed by the 
club-swinging compulsory mechanisms of central government. 

Government too has a role, and has recognized it, in this vol- 
untary area. We are all familiar with the excellent quasi-volun- 
tary compliance program of the Bureau of Consultation of the 
Federal Trade Commission which has developed trade practice 
rules for some 165 industrial classifications. 

These kinds of social responsibilities have been assumed, and 
while I hold no illusions as to the deviations from rigid ethics 
which can and do occur in our tremendous economy, my image of 
the market is much different from that which is being caricatured 
by some of our critics. Placed in proper focus, I contend, we may 
picture our market place as a system of competitive self-regula- 
tion which has marked the American Businessman as the most 
ethical in the world, and the consumer as the best-protected buy- 
er in the world. 

Having formulated our own constructive program, we shall then 
be in a position to speak frankly before government and public for 
our point of view. If the government attitude toward marketing is 
predicated upon the assumption that excesses have occured, and 
government must react as it has—then Marketing must also react. 
We must challenge in the Congress and in the administrative 
branches, and in the courts if necessary, the decisions which 
seem to us to be unnecessary, unwise and to over-reach the power 
of government under our ideals of a free market society. 

And finally, we must do something more than challenge. There 
is a pressing need for a closer working relationship between Or- 
ganized Marketing and those responsible for its regulation. If we 
are tired and resentful of the harassment and the public criticism 
to which we are subjected, we must do more than respond in kind. 
We need a vehicle for a continuing exchange of views and recom- 
mendations between the leaders of marketing and the people of 
government. Our contact in this area to date has been mostly the 
strenuous protests of marketing representatives before Congres- 
sional bodies, or an exchange of conflicting arguments by lawyers 
in the heat of a litigated case. If we of marketing are to have 
sound trade regulation, and if our regulators are to obtain maxi- 
mum compliance and cooperation, we cannot approach one another 
as strangers or always in the climate of debate. As individuals 
and through our organizations, we should urge that some device be 
established through which we have a channel for a continuing two- 
way flow of opinions and recommendations. This is not new in 
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government—it is new in this particular area with which we are 
dealing tonight. 

This is a job for marketing men, as well as lawyers. It was at 
this same meeting of your Association just four years ago that one 
of your speakers, Professor Henry D. Ostberg of New York Uni- 
versity, made an observation which I have quoted before: 


‘*While lawyers are the ones who build our national anti- 
trust structures, it is those concerned with marketing 
who must live within the walls of this structure.’’ 


Our involvement in these issues is more necessary today than 
on December 27, 1957. I have noted one more quotation, to which I 
trust thoughtful leaders of government as well as we will sub- 
scribe. It is from Winston Churchill, only a few weeks ago, in the 
press of October 20: 


‘If you destroy a free market, you create a black market. 
If you have 10,000 regulations, you destroy all respect for 
the law.’’ 


7 UNCERTAINTIES UNDER OUR 
ANTI-MONOPOLY LAWS 


A, Everette MacIntyre* 


This paper points out that the breadth, depth and generali- 
ties in the provisions of the antimonopoly laws give rise to 
uncertainties regarding the legal status of certain acts and 
practices. This, in turn, leaves businessmen uncertain about 
the application of the law. There is little or no basis for 
hoping that the scope or sweep of these general provisions 
of the antimonopoly laws will be reduced or made more 
certain through legislative enactments. Therefore, the 
suggestion is made that an administrative agency such as 
the Federal Trade Commission, be looked to for help in 
solving the problem. Such administrative agency by taking 
action from day to day could be looked to for spelling out 
and specifying what trade restraints, which if continued are 
likely to lead to violations of the antimonopoly laws. It 
is suggested that this action could take the form of sub- 
stantive rule-making by the Federal Trade Commission, 
and, thereby, businessmen would be assisted in avoiding the 
continuation of practices which would make them liable as 
criminals under the antimonopoly laws. 


USINESSMEN and others of the public seek but do not find an 

unqualified answer to the question, ‘‘What trade restraints and 
monopolistic acts are unlawful?’’ It requires no great amount of 
legal research to find out why that is true. 

The Anglo-Saxon common law has dealt with trade practices 
and monopolistic acts over a period of centuries. However, under 
the common law, trade practices and monopolistic acts are unlaw- 
ful only when employed with the intent to coerce or damage a 
competitor or the promotion of a monopoly. 

Statutory law in this country regarding the subject is, with the 


*The Honorable A. Everette MacIntyre, Commissioner, Federal Trade Com- 
mission. 
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exception of a few provisions applying to particular acts, almost 
as general and indefinite as the common law. Of course, when the 
Sherman Antitrust Act was passed in 1890, it was thought that the 
language of its provisions made more definite the law for the 
regulation of interstate and foreign commerce. Particular basis 
for that thought is found in the words of the first section of that 
law to the following effect: ‘*‘Every contract combination in the 
form of trust or otherwise, or conspiracy in restraint of trade or 
commerce... is hereby declared to be illegal,’’ and the words of 
Section 2 to the effect that ‘‘Every person who shall monopolize, 
or attempt to monopolize, or combine or conspire with any other 
person or persons, to monopolize any part of the trade or com- 
merce among the several states, or with foreign nations, shall be 
deemed guilty of a misdemeanor, and, on conviction thereof, shall 
be punished by fine not exceeding $5,000, or by imprisonment not 
exceeding one year, or by both said punishments, in the discretion 
of the court.’’ 

First, proposals were made that the Sherman Act be amended 
to provide for some exemptions from its application to certain 
conditions and practices. Those proposals were rejected. Then 
proposals were made to make the application of the Sherman Act 
more flexible by making it effective only where trade restraints 
and monopolistic conditions were found to be unreasonable. 

At first the Supreme Court rejected proposals that it make the 
Sherman Antitrust Act indefinite by reading into it an interpreta- 
tion which would make it applicable only to unreasonable restraint 
of trade.} 

These proposals would have amended the Sherman Act to per- 
mit the continuation of a number of combinations in restraint of 
trade. 

Although these proposals were not acted on by the Congress, 
the law, through the process of judicial interpretation, was made 


1. U.S. v. Trans-Missouri Freight Assn., 166 U.S. 290 (1897); U.S. v. Joint 
Traffic Assn., 171 U.S. 505 (1898). 

2. In 1909, Sen. 6440, Introduced in the 60th Congress, 2d Sess., proposed to 
amend the Sherman Act to give all corporations except railroad companies (al- 
ready subject to the Interstate Commerce Act) immunity from antitrust prosecu- 
tion unless notified within thirty days by the Commissioner of Corporations, with 
the concurrence of the Secretary of Commerce and Labor, that the proposed con- 
tractor combination filed with the Commissioner of Corporations was in unreason- 
able restraint of trade. It would have limited the amount of recovery ina civil ac- 
tion for injury to business under Sec. 7 to single instead of threefold damages and, 
according to the Senate Judiciary Report on it, would have provided ‘‘that no prose- 
cutions under the first six sections of the act should be maintained for past of- 
fenses unless the contract, or combination, be in unreasonable restraint of 
trade ...’’ Sen. Rept. No. 848, 60th Cong. 2d Sess. 9 (1909). The Senate Judiciary 
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almost as general and broad in its sweep as the common law of 
England and this country. A part of this development was the 
decision by the Court in the Standard Oil Case.? In that case the 
‘f‘rule of reason’’ was read into the Sherman Act and that law was, 
thereby, made to apply only to unreasonable restraints of trade. It 
was reasoned that the Sherman Act ‘‘. . . followed the language of 
development of the law of England.’’ In connection the Court held: 


‘‘The statute under this view evidenced the intent not 
to restrain the right to make and enforce contracts, 
whether resulting from combination or otherwise, which 
did not unduly restrain interstate or foreign commerce, 
but to protect that commerce from being restrained by 
methods, whether old or new, which would constitute an 
interference that is an undue restraint. 


* * * 


‘*Thus not specifying but indubitably contemplating and 
requiring a standard it follows that it was intended that 
the standard of reason which had been applied at the com- 
mon law and in this country in dealing with subjects of the 
character embraced by the statute, was intended to be the 
measure used for the purpose of determining whether in a 
given case a particular act had or had not brought about 
the wrong against which the statute provided.’’ 


Thus it is seen that the Sherman Act thus interpreted is as 
Mother Hubbard’s dress, covering almost everything but touching 
nothing in particular. The uncertainties inherent in such a situa- 
tion were aptly described in the opinion of Justice Harlan, a mem- 
ber of the Supreme Court who participated in the decision in the 
Standard Oil case. He said: 


‘‘To inject into the act the question of whether an 
agreement or combination is reasonable or unreasonable 


Committee rejected the proposed amendment, saying that to make ‘‘civil and crim- 
inal prosecution hinge on the question of reasonableness or unreasonableness ... 


destroys ...the provisions of the act as to criminal prosecutions, and renders 
them nugatory, and opens the door wide to doubt and uncertainty as to civil pros- 
ecutions .. . The defense of reasonable restraint would be made in every case and 


there would be as many different rules of reasonableness as cases, courts, and 
juries.’’ Guthrie, Constitutionality of the Sherman Anti-Trust Act of 1890, 11 Harv. 
L. Rev. 80 (1897) at 9-11. 

3. 221 U.S. 1. 
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would render the act as a criminal or penal statute in- 
definite and uncertain, and hence, to that extent, utterly 
nugatory and void, and would practically amount to a re- 
peal of that part of the act... And while the same tech- 
nical objection does not apply to civil prosecutions, the 
injection of the rule of reasonableness would lead to the 
greatest variableness and uncertainty in the enforcement 
of the law. The defense of reasonable restraint would be 
made in every case and there would be as many different 
rules of reasonableness as cases, courts and juries. 
What one court or jury might deem unreasonable another 
court or jury might deem reasonable. A court or jury in 
Ohio might find a given agreement or combination un- 
reasonable.’’ 


The Federal Trade Commission Act is couched in general 
terms, unlawful unfair methods of competition and unfair and 
deceptive acts and practices. The Supreme Court has ruled that 
the words ‘‘unfair methods of competition’’ are not defined by the 
statute and their exact meaning is in dispute. However, they have 
held them to be applicable to practices opposed to good morals 
because characterized by deception, bad faith, or oppression, or as 
against public policy because of their dangerous tendency unduly 
to hinder competition or create monopoly. Woodrow Wilson ap- 
preciated the need for businessmen to be more precisely informed 
about the meaning of these general terms of the law. For that 
reason, in 1914 he asked two things: 

(1) He asked that some additional legislation be enacted, 
stating that — 


‘‘The business of the country awaits also, has long 
awaited and has suffered because it coult not obtain, 
further and more explicit legislative definition of the 
policy and meaning of the existing antitrust law. Nothing 
hampers business like uncertainty. Nothing daunts or 
discourages it like the necessity to take chances, to run 
the risk of falling under the condemnation of the law be- 
fore it can make sure just what the law is. 


* * 


“Surely we are sufficiently familiar with the actual 
processes and methods of monopoly and of the many 
hurtful restraints of trade to make definition possible, at 
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any rate up to the limits of what experience has disclosed, 
can be explicitly and item by item forbidden by statute in 
such terms as will practically eliminate uncertainty, the 
law itself and the penalty being made equally plain.4 


* * * 


‘*T think it will be easily agreed that we should let the 
Sherman antitrust law stand, unaltered, as it is, with its 
debatable ground about it, but that we should as much as 
possible reduce the area of that debatable ground by 
further and more explicit legislation; and should also sup- 
plement that great act by legislation which will not only 
clarify it but also facilitate its administration and make 
it fairer to all concerned.’’® 


Congress responded to these suggestions by taking under con- 
sideration proposals contained in a bill introduced by Congressman 
Clayton of Alabama. Out of that grew the Clayton Antitrust Act, 
among the provisions of which are those condemning price dis- 
criminations, tieing and exclusive dealing arrangements, certain 
mergers and acquisitions, and interlocking directorates.§ 

(2) Wilson also asked that a Federal Trade Commission be 
created. He wanted such an agency, among other things, to assist 
businessmen in securing a better understanding of their responsi- 
bility under the law. In that connection, he stated: 


‘It is of capital importance that the business men of 
this country should be relieved of all uncertainties of law 
with regard to their enterprises and investments and a 
clear path indicated which they can travel without anxiety. 
It is as important that they should be relieved of embar- 
rassment and set free to prosper as that private monopoly 
should be destroyed. The ways of action should be thrown 
wide open.,’’? 


On September 2, 1916, in his speech of acceptance on renomi- 
nation to the presidency, Wilson restated his view of the function 
the Commission in the following terms: 


4. ‘‘The New Democracy,’’ Woodrow Wilson, Vol. 1, pg. 85. 

9. lbid., p. 75. 

6. 15 USC 12-19. 

7. Messages and Papers of the Presidents, Vol. XVI, Bureau of National Lit- 
erature, Inc., pp. 7909-10. 
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‘«)...a Trade Commission has been created with 
powers of guidance and accommodation which have re- 
lieved businessmen of unfounded fears and set them upon 
the road of hopeful and confident enterprise. 8 


* * 


‘*. . . We have created, in the Federal Trade Commis- 
sion, a means of inquiry and of accommodation in the 
field of commerce which ought both to co-ordinate the 
enterprises of our traders and manufacturers and to re- 
move the barriers of misunderstanding and of a too tech- 


nical interpretation of the law . . . The Trade Commission 
substitutes counsel and accommodation for the harsher 
processes of legal restraint... .’’9 


It is clear that it was intended by Wilson that with the estab- 
lishment of the Federal Trade Commission we would have an 
agency which would apply the law against unfair trade practices on 
a broad basis in an effort to eradicate harmful practices in their 
incipiency. It was thought this would be done by specifying harm- 
ful trade practices item by item. In this way, it was thought, busi- 
nessmen would be assisted in avoiding the continuation of prac- 
tices which would make them liable as criminals under the 
Sherman Antitrust Act. 

Unless the Federal Trade Commission undertakes the specifi- 
cation of harmful trade practices item by item, which probably 
would lead to trade restraints violative of the Sherman Act, busi- 
nessmen will be left without guide lines of what is legal and what 
is illegal under our antimonopoly laws. 

It is clear that the national public policy against monopolies 
and monopolistic practices and conditions precludes any thought of 
cutting down the scope of the sweep of the Sherman Act and the 
Federal Trade Commission Act. On that point, the Chief of the 
Antitrust Division of the U. S, Department of Justice has made this 
statement: 


‘“‘When asked for comment on a legislative proposal 
for antitrust exemption, we will take a long, hard look. 
With exceptions already covered by existing laws, we 


8. Ibid., p. 8151. 
9. Ibid., p. 8158. 
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have seen no persuasive case for compromising any 
antitrust principles in special cases,.’’10 


From existing circumstances and our experience, it is clear 
that public policy will continue to dictate that our antimonopoly 
laws continue with their broad sweep covering a multitude of un- 
specified trade practices and conditions. It cannot be expected 
that the Congress will undertake to specify in new legislation each 
of the trade practices and conditions likely to fall within the broad 
sweep of the Sherman Act and the Federal Trade Commission Act. 
Therefore, businessmen and the public are unlikely to enjoy flexi- 
bility, breadth and certainty under our antimonopoly laws unless 
there is action from day to day by an administrative law agency 
such as the Federal Trade Commission, devoted to spelling out and 
specifying what trade restraints and conditions are unlawful, and 
aiding in the establishment of guide lines for avoidance of pitfalls 
leading to violations. Reference has been made to the responsi- 
bility of the Commission to proceed against unfair trade practices 
on an industry-wide basis. Hope has been expressed that the 
Federal Trade Commission will give attention to its responsibili- 
ties in this regard. 

Considerable discussion has centered on the power of the Fed- 
eral Trade Commission to make substantive rules which would 
cover industry-wide unfair trade practices. In this discussion, 
Section 6(g) of the Federal Trade Commission Act has been cited. 
It provides: 


‘*Sec. 6. That the commission shall also have power - 
(g) From time to time to classify corporations and to 
make rules and regulations for the purpose of carrying 
out the provisions of this Act.’’ 


It is reasoned that this provision of the law could be relied 
upon to aid the commission in carrying out its responsibilities in 
prohibiting the unfair methods of competition and unfair and de- 
ceptive acts and practices made unlawful by Sec. 5 of the Federal 
Trade Commission Act. 

This idea is not new. For a _ substantial period of time the 
Commission has utilized a trade practice conference procedure 


10. Hon. Lee Loevinger, Asst. Attorney General, Record of the Hearings be- 
fore American Bar Assn., Section of Antitrust Law, Vol. 18, pp. 103-4, April 6, 
1961. 
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for the purpose of informing itself about industry-wide practices 
alleged to be unfair. It has proceeded to utilize that information in 
formulating statements of what the Commission believed to be ap- 
plicable as law to the trade practices in question. These state- 
ments were designated as Trade Practice Rules and were designed 
to afford guidance to industries and enable them to voluntarily 
operate in compliance with the interpretations of the law by the 
Commission and the courts. It was hoped that through such ad- 
visory rule-making procedures there would be voluntary compli- 
ance with the acts administered by the Commission. 

The Commission as early as 1918, some three years after its 
organization and nearly one year before its first formal case was 
decided in the courts,!4 was confronted with an industry-wide 
practice of misbranding gold finger rings. In lieu of proceeding 
formally against the individual manufacturers involved, the Com- 
mission designated a Commissioner to hold conferences with 
members of the industry and recommend an acceptable disposi- 
tion of the entire matter, which would end the abuse and eliminate 
the resultant consumer deception. As a result of that conference, 
the members agreed upon proper markings for their products 
which were acceptable to the Commission, and that agreement 
became effective on May 1, 1919. The records indicate that the 
agreement was 100 per cent effective and ended the abuse. 

Since that early beginning there has gradually evolved the 
Commission’s present Trade Practice Conference Program. In 
the intervening years, in excess of 250 United States industries 
have, at one time or another, operated under various forms of 
trade practice rules. Today, rules are in effect for 163 industries. 
Huston Thompson, Chairman of the Commission in 1921, has 
written that the Trade Practice Conference procedure was devel- 
oped to meet situations where one member of an industry started 
an unfair method of competition and others in the industry were 
forced to adopt it in the interest of self-preservation, with the 
result that the Commission would be deluged with complaints, !4 

Trade practice conferences have been initiated at all stages in 
the progress of unfair practices within an industry. They have run 
the gamut of fairly standard rules where the law has been well 
settled in case decisions and the practices fairly uniform to the 
detailed working out of express standards for guidance of indus- 


11. Sears Roebuck and Co. v. Federal Trade Commission, 285 Fed. 307, 
C.C.A. 7 (1919). 
12. Jan-Feb., 1940, George Washington Law Review, pp. 268, 269. 
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tries early in the history of the emerging industry and in the 
initial stages of unfair practices within the industry. 

In more recent years, the trade practice rules have been more 
often utilized to afford detailed and specific problems of compli- 
ance which were peculiar to the industries affected and in the 
early stages of the use of unfair methods. [Illustrative of this 
trend was the promulgation of the Rayon Rules.13 This new indus- 
try, producing a product which closely resembled silk in appear- 
ance and texture, was susceptible of deceiving consumers by its 
appearance alone, and, additionally, terminology was developing 
in the many industries using the product which enhanced that 
deception. The Rayon Rules carefully spelled out detailed instruc- 
tions concerning the requirments of effective marking of products 
made of the material and prohibited specific designations. These 
rules have been revised through the years to meet additional 
problems with the technological developments of composiion and 
manufacture, and they were a forerunner of the present Textile 
Products Labeling Act. !4 

A cursory examination of trade practice rules enacted in the 
past 10 years shows that the Trade Practice Conference procedure 
has been used increasingly in industry after industry to afford 
guidance to members in new industries or where practices deemed 
violative of Acts administered by the Commission were in the 
initial stages. 

An example is the recently promulgated rules for the pleasure 
boat industry.45 That industry, as you know, has had tremendous 
growth in the past few years. Competitive as well as deceptive 
practices grew with the expansion of the industry. They involved 
representations as to power, safety, composition of hull, durabil- 
ity, and confusing guarantees. In cooperation with that industry, 
the rules carefully spelled out answers to all of these and other 
problems, which, if not solved, would have resulted in involvement 
with the Commission by a substantial segment of the industry and 
multiple practices. 

It is difficult, if not impossible, in the case of many rules to 
evaluate their effectiveness for a number of reasons: 

1. No accurate measurement of the number of violations exist- 
ing prior to promulgation of the rules is available; 

2. In most such proceedings there is no thorough, complete 


13, Rayon Industry, promulgated 10/26/37. 

14. Textile Fiber Products Identification Act (approved on September 2, 1958, 
85th Cong., 2d Sess; 15 U.S.C. §70, 72, Stat. 1717), promulgated on March 3, 1960. 

15. Promulgated on August 4, 1961. 
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industry-wide investigation after the promulgation to determine the 
number and nature of continuing violations; and 

3. In increasing numbers of industries, rules involving specific 
practices have been developed early in their usage, and their ser- 
vice lies not only in ending existing abuses, but it is frequently 
much greater in the prevention of future abuses. 

Students of FTC procedure and the laws it administers have 
praised the benefits of the Trade Practice Conference procedure. 

An article in the George Washington Law Review!® concludes 
that the procedure ‘‘has performed for industry and the public a 
great educational service, the value of which in eliminating un- 
ethical practices, and cutting the cost of law enforcement, cannot 
be overestimated.’’ 

The Attorney General’s Committee on Administrative Proce- 
dure!’ made this statement; 


‘*. . . even where formal proceedings are fully avail- 
able, informal procedures constitute the vast bulk of 
administrative adjudication and are truly the lifeblood of 
the administrative process. No study of administrative 
procedure can be adequate if it fails to recognize this 
fact and focus attention upon improvement of these 
stages.’’ 


In a number of cases where the courts have had occasion to 
consider the applicability of trade practice rules in particular 
cases, they have commented favorably on the rules and upheld the 
principles enunciated in them. 18 

In addition to these cases, the value of interpretive opinions 
and rules has been often considered and examined by the Supreme 
Court. Perhaps the Supreme Court’s opinion of such procedures is 
best summed up in the case of Skidmore v. Swift & Co.!84as 
follows: 


‘*).. The Administrator’s policies are made in pur- 
suance of official duty, based upon more specialized 


16. Silver Anniversary Edition, Jan-Feb. 1940, p. 450. 

17. Final Report published 1941, on p. 4. 

18. Prima Products, Inc., et.al.,v. Federal Trade Commission, 209 Fed (2d) 
405, (2nd Cir., Jan. 7, 1954). Northern Feather Works, Inc. and Sumergrade & Sons 
v. F. 1. C., 234 F. (2d) 335 (3rd Cir., 1956). Lazar et.al., v. F. T. C., 240 F. (2d) 
176, (7th Cir., 1957). 

18A. 323 U.S. 134 (1944). 
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experience and broader investigations and information 
than is likely to come to a judge ina particular case. 
They do determine the policy which will guide applica- 
tions for enforcement by injunction on behalf of the Gov- 
ernment. .. This court has long given considerable and in 
some cases decisive weight to Treasury Decisions and to 
interpretative regulations of the Treasury and of other 
bodies that were not of adversary origin. 

‘‘We consider that the rulings, interpretations and 
opinions of the Administrator under this Act, while not 
controlling upon the courts by reason of their authority, 
do constitute a body of experience and informed judgment 
to which courts and litigants may properly resort for 
guidance.’’ 


On September 15, 1955, the Commission initiated a new method 
of interpretive rules in the form of Guides. 

The first Guide adopted on the above date covered cigarette 
advertising. Prior to the adoption of those guides, the Commission 
had obtained final cease and desist orders in seven cases and 
negotiated 17 stipulations involving cigarette advertising. 

In 1954 and early 1955, the Cigarette Industry embarked upon 
an intensive advertising program of filter-tip cigarettes. That 
advertising campaign coincided with widely disseminated informa- 
tion linking cigarette smoking to adverse effects on health. 

Since the adoption of the Cigarette Advertising Guides, in 
excess of 200 individual instances of questionable claims have 
been promptly discontinued when brought informally to the adver- 
tiser’s attention. Of equal or greater importance is the fact that 
in substantial numbers of instances where new advertising themes 
in that industry were contemplated, they were and are presented to 
the Commission staff in advance and then conformed to the in- 
formally expressed views of the staff, thus avoiding the dissemi- 
nation of deceptive claims in the first instance. 

The Commission’s files are replete with information to the 
effect that in many instances the wide publicity given to the Com- 
mission’s Trade Practice Rules and its statements of Guides, have 
had a wholesome effect in improving compliance with law. How- 
ever, the sad fact about the matter is that in a number of very 
important areas, industry-wide practices adverse to the trade 
generally, and apparently inconsistent with the law, have been con- 
tinued despite the full light of pitiless publicity of the Commis- 
sion’s Trade Practice Rules and Guides. In these instances, it 
would appear that what is needed is some mechanism to enforce, 
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on an industry-wide basis, a compliance with the law against un- 
wholesome and destructive trade practices. This is particularly 
true in those instances where the use of the unfair trade practice 
involves large numbers, perhaps hundreds, in a given industry. 
Obviously, it is impractical and, perhaps, unfair, to proceed 
against one or two in such a situation through litigation, and leave 
the others free to continue the questionable practices. 

In recent months, concern with this crisis in the administrative 
process has deepened. More than ever it is believed that these 
untested but promising rule-making procedures should be explored 
for use as a supplement to adjudicative work. 

Pursuant to specific statutory authority, the Federal Trade 
Commission and other administrative agencies have already en- 
gaged in broad-scale substantive rule-making; and these processes 
have consistently been validated in the courts. Examples are this 
Commission’s rules under Fur, Wool, Textile and Flammable 
Fabrics Acts, as well as far-reaching rule-making activities of 
the Food and Drug Administration, Treasury Department, and 
Internal Revenue Service. 

While it may be contended that these are specialized grants of 
power in closely-defined regulatory contexts, it is believed that 
adequate substantive rule-making authority exists under the Com- 
mission’s organic statute to permit this kind of rule-making pro- 
ceedings. Reference is made to the broad powers of Section 5 of 
the Federal Trade Commission Act. Also, as has been stated, 
Section 6(g) of the Federal Trade Commission Act empowers the 
Commission ‘‘from time to time to classify corporations and to 
make rules and regulations for the purpose of carrying out the 
provisions of this Act.’’ This authority in terms, is plenary; and 
there is nothing elsewhere in the statute to suggest that Congress 
did not intend Section 6(g) be given an expansive construction con- 
sistent with the purposes of the legislation. Thus, the courts have 
already made it clear that the Commission’s Rules of Practice, 
properly adopted pursuant to the basic statutory grant of Section 
6(g), have the force and effect of law.'® Should it be conceded, 
short of a judicial declaration, that substantive rules properly 
adopted under Section 6(g)’s grant would be any less valid? The 
public interest now commands an early test of whether rule- 
making remedies in aid of lagging quasi-judicial authority. 

The rule-making process, as has often been pointed out, is that 


19. Kritzik vy. Federal Trade Commission, 125 F. 2d, 351 (7th Cir. 1942); Hill 
v. Federal Trade Commission, 124 F. 2d 104 (5th Cir. 1941). 
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aspect of the administrative process most analogous tothe statute- 
making power of the legislature. It is thus to be contrasted with 
the administrative adjudicative process, which most resembles the 
decision-making of the courts. Too often, in stressing adjudica- 
tive powers and in analogizing our activities to those of the courts, 
we fail to remember that both functionally and conceptually we are 
fundamentally an agent of the legislature. As the Supreme Court 
said in Humphrey’s Executor vy. United States, *° the Commission’s 
duties are not only quasi-judicial but also quasi-legislative. 

Professor Fuchs defines rule-making as ‘‘the issuance of 
regulations or the making of determinations which are addressed 
to indicated but unnamed and unspecified persons or situations;’’2! 
and another commentator states that ‘‘What distinguishes legisla- 
tion from adjudication is that the former affects the rights of in- 
dividuals in the abstract and must be applied in a further proceed- 
ing before the legal position of any particular individual will be 
definitely touched by it; while adjudication operates concretely 
upon individuals in an individual capacity.’ 22 

Rule-making and adjudication are necessary and complemen- 
tary weapons in the arsenal of administrative powers. So long as 
appropriate procedural safeguards are provided, the agency’s 
choice of one mode or the other is not subject to judicial attack. 
In the noted Storer case,*3 for example, we find a dramatic ex- 
ample of the government’s using rule-making and adjudication as 
its one-two punch. There the Federal Communications Commis- 
sion, without hearing, denied Storer’s application for an additional 
television station license. The sole basis for this denial was that 
granting the application would violate a Commission rule against 
a multiple ownership of stations. That rule had been enacted 
earlier the same day. 24 

On November 30, 1961, the United States Court of Appeals for 
the District of Columbia, in the case of Wisconsin vs Federal 
Power Commission et al, Fed 2d (1961), held that an action by 
the Federal Power Commission to set guide lines by which it will 
be controlled in its regulatory functions is within its authority un- 
der the Natural Gas Act. Under that Act the Federal Power Com- 
mission was authorized to make determinations regarding rates, 


20. 295 U.S. 602, 625 (1935). 

21. Fuchs, Procedure in Administrative Rule-Making, 52 Harv. L. Rev. 
259, 265 (1938). 

22. Dickinson, Administrative Justice - The Supremacy in Law, p. 21 (1927). 

23. United States v. Storer Broadcasting Co., 351 U.S. 192 (1956). 

24. But cf. Securities and Exchange Commission v. Chenery Corp., 332 U.S. 
194 (1947). 
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charges or classifications observed, charged or controlled by any 
natural gas company, and in that connection to determine the 
justness and reasonableness of what the gas company demanded. 
The Power Commission found that by proceeding against individual 
companies through the use of the case by case method, it was fail- 
ing to carry out effectively the Congressional mandate. It chose 
to meet the problem by a rule-making process by which it would 
make a determination of what was reasonable and make its de- 
termination applicable to the operations of all of the companies 
operating in a particular area. This the court held it may do under 
the general terms of the Natural Gas Act. 

There are, of course, a number of questions which arise in 
connection with possible use of rule-making procedures, e.g., 
whether rules would have retroactive effect;#5 whether they would 
be ‘‘substantive’’ or ‘‘interpretative;’’26 the extent to which a 
reviewing court will be free to substitute its judgment for that of 
the Commission.*” To meet the requirements of due process, a 
substantive rule would necessarily be founded upon clearly defined 
standards and the rule itself expressed in such definite terms that 
persons subject to it would have no doubt about its meaning. But 
it seems that these are largely questions relating to the ultimate 
effect of a particular rule or to the allowable scope of judicial 
review, and it is believed we should not permit such questions to 
obscure the need for such powers or to weaken our resolution to 
proceed with an appropriate test of our existing authority. 

Selective and prudent use of rule-making proceedings and their 
foundation upon clearly established standards after investigation 
may be vastly beneficial, both to the public interest and to con- 
cerned businessmen. We can envision a type of proceeding which 
would probe in depth such broad industry problems and, which, 
after full observance of the procedural requirements of the Ad- 
ministrative Procedure Act, would terminate with a general rule 
prohibiting the practice. Examples immediately spring to mind 
of recurring problems which the Commission has handled ona 
case-by-case basis in the past but which might more effectively — 


25. Cf. Manhattan General Equipment Co. v. Commissioner, 297 U.S. 129 
(1936). 

26. Compare Skidmore v. Swift & Co., 323 U.S. 134 (1944), with American 
Telephone & Telegraph Co. v. U.S., 299 U.S, 232 (1936). See Griswold, A Sum- 
mary of the Regulations Problem, 54 Harv. L. Rev. 398, 411 (1951). 

27. ‘‘ ‘Interpretative’ rules -as merely interpretation of statutory provi- 
sions - are subject to plenary review, whereas ‘substantive rules’ involve a max- 
imum of administrative discretion.’’ Senate Committee Print, Sen. Doc. No. 248, 
79th Cong. 2d Sess. p. 18 (1946). 
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and economically—have been approached via a substantive rule- 
making route: The purchasing activities of wholesale buying 
groups in the automotive parts industry, fictitious pricing and 
deceptive guaranty practices in the watch industry, deceptive 
labeling of reprocessed motor oils, misrepresentations of hair 
restoring remedies, to list a few. If such practices were ap- 
proached on a quasi-legislative basis, these could be likely ad- 
vantages: 

1. The problem of equitable treatment among competitors 
would be simplified. At the conclusion of the whole rule-making 
proceeding, in which all would have had an opportunity to partici- 
pate, all members of the industry would be equally informed of the 
Commission’s ruling as to the practice in question. 

2. The existence of an authoritative, prohibitory statement by 
the Commission carrying with it formal, enforceable sanctions 
with respect to a given practice would have an extremely strong 
deterrent effect upon the members of the industry. 

3. Subsequent quasi-judicial proceedings against recalcitrant 
members of the industry would be immensely simplified because 
these proceedings would involve only the factual issue of whether 
the rule had been violated. The effect of the Act producing the 
violation would not be an issue in subsequent proceedings. 

Such procedures could endow the Commission with a new, far- 
ranging flexibility. For example, the present case-by-case ap- 
proach is cumbersome and poorly adapted in many instances to 
keeping pace with the commerical innovations of a dynamic econ- 
omy. The regular emergence of new types of distribution outlets, 
new methods of distribution, new selling devices, and ever- 
deepening competitive pressures, finds the Commission unable to 
keep pace by using case-by-case method solely. It may well be 
argued that the administration of those statutes confided to the 
Commission’s enforcement might be made far more effective in 
many instances by the use of rule-making procedures than through 
disjointed, long-drawn out, case-by-case adjudicative process. 

Rule-making procedures would be limited to a narrow range of 
practices which the Commission had reason to believe were in 
violation of law. In contrast to Trade Practice Conference Rules, 
the results—after full hearing, and subject to appropriate judicial 
review—would be conclusive, so far as the issue of lawfulness was 
concerned. Subsequent adjudicative proceedings could then be 
instituted against particular respondents charged with violation of 
the rule, and the rule would carry with it the same sanctions as 
would the statute itself. Thus, these rule-making proceedings 
would not be aimed at a generalized restatement of the law as 
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applied to a particular industry or at solving every industry prob- 
lem in one package, but, rather, would be focused upon critical 
competitive problems in a particular industry as they arose. In 
this respect, the results would be more like Internal Revenue 
Service tax rulings than like our present Trade Practice Rules or 
Industry Guides. 

The use of substantive rule-making proceedings could mean a 
substantial re-alignment in the Commission’s activities. It should 
be emphasized once again that these recommendations suggest no 
abatement in the Commission’s fundamental adjudicative work; but 
they do contemplate a strong, new emphasis upon the solution of 
industry-wide problem areas through rule-making procedures as a 
supplement to the Commission’s present enforcement responsibil- 
ities. In fact, it is quite possible that case-by-case application of 
a prior fixed rule would involve a far narrower, less complicated 
range of issues than under the present procedures with a conse- 
quential increase in the number and effectiveness of the Commis- 
sion’s adjudicative efforts. 

This would require more than a re-alignment. It would require 
also a competent legal and economic staff at the Commission and 
the sympathetic cooperation of American businessmen as well. 
They must appreciate the basic fact that effective antitrust en- 
forcement is the most pro-business public policy ever developed 
by the genius of American democracy. Its sole objective is to 
insure the preservation of a competitive enterprise system. Too 
often businessmen miss this point. It is no accident of economic 
and political history that nations with truly competitive economies 
have never embraced totalitarian creeds, either of the fascistic or 
communistic variety. 

A vigorous and informed antitrust enforcement program is just 
as important to businessmen as it is to labor, farmers, and con- 
sumers. After all, we are all in the same economic boat, and it is 
driven by the enterprise system. It then inevitably follows that 
public officials must have the economic facts necessary to make 
informed judgments as to how competitive processes may be 
preserved. 

As has been mentioned earlier, the case approach to anti- 
trust problems is not adequate for many of our problems. The 
great danger of relying solely on this approach is that it strikes 
only at individual firms and often fails to develop the economic 
facts necessary to develop adequate remedy. It cannot be empha- 
sized too strongly that we must make reliable economic under- 
standing the cornerstone of any legal edifice constructed to ensure 
the maintenance of a competitive economy. 
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The case approach is especially effective when two assump- 
tions are fulfilled: (1) a particular firm (or small group of firms) 
is violating a law, and (2) the economic and legal remedy is 
relatively simple. 

The most meritorious derivative of the suggested approach to 
competitive problems is that it directs attention to an entire in- 
dustry rather than focusing attention solely on particular firms, 
and it involves an analysis of all relevant aspects of a problem 
rather than dealing only with symptoms. Moreover, if businessmen 
cooperate willingly in such undertaking, they may become partners 
rather than antagonists in the development of sound antitrust 
policies. This should avoid many of the pitfalls of becoming 
enmeshed in the interminable legal processes inherent in the case 
approach. The adversary approach to antitrust problems too often 
emphasizes conflicts and differences, when what we should strive 
for is a harmonizing of interests. 
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8. GOVERNMENT AND MARKETING: 
FUSION OR FISSION TO BE FASHION? 


Hans B, Thorelli* 


Anti-bigness primitivism will vanish as a compass of future 
public policy. But big business will be expected to conform 
to stricter standards of behavior than other enterprise. 
Performance tests will gain more than absolute rules in 
antitrust enforcement. Administrative agencies rather than 
courts will dominate government -marketing relations. 
Antitrust laws will be interpreted increasingly as protectors 
of competition, i.e., of long-run consumer interests, rather 
than of competitors. The legitimacy of performance dis- 
counts—as opposed to so-called functional discounts—will 
be recognized in Robinson-Patman enforcement. Govern- 
ment and business will not merely coexist but actively 
cooperate. Joint ventures of public and private bodies will 
be characteristic of many fields. Governments as customers 
will exercise growing influence as coordinators of market- 
ing systems. The likely emergence of some kind of Atlantic 
economic community may result in growing acceptance of 
American ideas on government-marketing relations through- 
out the Western world. 


UBLIC policy does not develop ina vacuum. Nor is it a mere 

fellow-traveler of the times. It is a part of a system which is 
in perpetual motion. Public policy to a large extent governs the 
marketing environment, domestically and, increasingly, interna- 
tionally. Policy is made by legislators, judges and, increasingly, 
by administrators, who in turn are largely governed by environ- 
mental pressures and value structures. 

The triangular drama of policy, policy-makers and environment 
is always being staged, but it is never acted out to any definite 
ending. The mechanism of interaction is subject toconstant change 
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as now one and then another of the participants seizes the initia- 
tive or changes his image of the others. Fairly little can be said 
with any degree of certainty as tothe exact nature of this interplay, 
except that over a long period of time we are probably entitled to 
discount the policy-makers and confine our attention to policy and 
environment. 


ENVIRONMENTAL TRENDS CONDITIONING 
GOVERNMENT AND MARKETING 
RELATIONS 


It would lead too far here to go into a detailed discussion of all 
relevant environmental trends. To make our basic thesis con- 
cerning the interaction between policy and its operating environ- 
ment meaningful to you it is, however, necessary at least to high- 
light what will likely be major environmental influences. Such 
influences will be stemming from change in at least five areas: 
international economic relations, technology, the structure of the 
economy, marketing science and the value system of our society.! 

The economic event most significant to our discussion will 
likely be the emergence of an Atlantic Economic Community with 
this nation as one important partner. Within that community, but 
also stretching far beyond it to the less developed countries will 
be the vastly enhanced overseas operations by American business. 

Innovation will continue to be the keynote in technology. The 
most important aspect of this technological avalanche from our 
point of view here will be the proliferation of alternate products to 
satisfy any given need and alternate processes with which to make 
these products. This will be by far the single most important 
factor in maintaining—and most likely intensifying—competition 
within the economy, although the supermarket (if we may use that 
word with a new connotation) created by an Atlantic Economic 
Community will also generate strong competitive pressures. 

In the structural mosaic of the economy we shall probably 
witness a trend towards greater forward integration by basic and 
manufacturing industries towards the consumer. Marketing and 
the possession of a consumer franchise will be increasingly recog- 
nized as the prime strategic factor in an innovistic economy with 
high discretionary spending power. (Similarly, we may witness 
more vertical integration in the opposite direction by already 
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established marketing organizations, such as Sears Roebuck.) 
Competition between such integrated marketing systems is likely 
to become quite intense, as we are already seeing in the food 
industry. 

With production problems constituting less and less of a bottle- 
neck in business and the economies of scale of joint administration 
growing with progress in organization theory, data processing, 
etc., there is every reason to believe that the polyglot corporation 
is here to stay. Thus, diversification is far from a passing fad. It 
will constantly bring into competitive interaction firms which in 
the past never thought of themselves as rivals. 

In some fields technology will grow increasingly complex. The 
exploration and exploitation of space, for instance, is bound to be 
spearheaded by governments and big business. In many other 
fields, however, including such basic industries as steelmaking 
and power generation, the minimum economical size of installa- 
tions will become very much smaller than at present. A myriad 
of service, maintenance and speciality industries and trades will 
offer tremendous opportunities for the small entrepreneur. At 
least from the viewpoint of economics and technology there is little 
reason to be concerned with the future of either big business or 
small business. The most reasonable prediction is that big busi- 
ness will grow bigger and small business more numerous. 

We spoke, optimistically perhaps, about the emergence of a 
marketing science. At least two aspects of such a development 
would be of interest in the government-and-marketing area. One 
is the behavioral theory of the corporation which is apt to replace 
the classical economic theory of the firm. This will have the 
effect—long overdue, of course—of placing all the other important 
competitive variables (such as quality, style, service) in their 
proper and vital perspective next to price. Another aspect of a 
science-to-be in marketing is a more sophisticated and generally 
accepted understanding of the costs of marketing work. Both of 
these insights are bound to influence antitrust adjudication in the 
long-run. 

No discussion of environmental trends would be complete with- 
out at least some attention being given to the changing value struc- 
ture of society. Here we need to consider at least our attitude 
towards the citizen as consumer, towards bigness in general and 
in business in particular, towards the relationship between gov- 
ernment and business, and toward competition itself. 

It is likely that Americans will become more consumer- 
oriented in their thinking. Customer orientation is the mainspring 
of the modern marketing management concept deliberately applied 
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by a growing number of companies. But consumer orientation will 
also be forced on many would-be recalcitrants in business. Vance 
Packard and other neo-muckrakers notwithstanding, the bargaining 
power of the consumer is increasing secularly in an affluent 
society characterized by a constant proliferation of new products 
presented before a population under less and less compulsion to 
buy any one of them. Also, in a pluralistic society increasingly 
dominated by organized interest groups a public-spirited govern- 
ment might well want to take on the role of St. George protecting 
the innocent consumer. Whatever the role of consumer sover- 
eignity as a concept in economic theory, we may predict that it will 
become more of a reality for policymakers both in marketing and 
in government. 

American attitudes towards bigness have traditionally been 
characterized by ambiguity. Megalolatry, the notion that what- 
ever is bigger is better, has existed side by side with the thought 
that any substantial agglomeration of power is per se bad. It is 
submitted that the trend is towards a synthesis, involving undog- 
matic acceptance of the large corporation as a socio-economic 
institution in league with the development of industrial civilization 
in an age of supersonic aircraft, atomics, intercontinental defense 
and space exploration, but also the insight that power may be 
wielded to the good or to the bad. Prevention of the abuse of power 
will remain a principal element of public policy, but the cry for 
antitrust may be tempered by a growing realization that competi- 
tion in realtively concentrated industries may be every bit as 
intense as, say, in small-town retail trade, or even more so. The 
increasingly ready acceptance of size will extend even to inte- 
grated marketing systems comprising many firms supplementing 
each others’ efforts horizontally or vertically at various stages of 
the productive process. 

The barometer indicating the climate of business-government 
relations in the past has pointed more often to ‘‘hostility and 
suspicion’’ than to ‘‘cooperation and mutual confidence.’’ We have 
also had some fairly set notions as to what the ‘‘proper’’ distri- 
bution of functions between business and government should be in 
society. Competition with the Communist system will entail even 
closer integration between government and business in the defense 
field than in the past, and a new era of synchronization of public 
and private policies in the international operations area. The 
complexity of technology in some fields and the nature and magni- 
tude of tasks waiting for their solution in areas ranging from com- 
muter transportation to space exploration will bring about a recon- 
sideration not only of what government should do and what business 
should do but of what they might accomplish by joint effort. 
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The environment in which our competitive enterprise system 
operates is continuously changing. Each generation seems to have 
its own problems to consider as regards industrial structure and 
business behavior, even though our faith in competition persists. 
In the next two decades we will probably become more tolerant of 
some types of restraints on competition, and perhaps less of 
others. 


Public Policy: Antitrust Proper 


The Sherman Act is the bulwark of antitrust. To the extent 
that the Federal Trade Commission and Clayton Acts represent 
extensions of a similar philosophy they are antitrust laws. In 
discussing antitrust proper we will confine ourselves to the area 
of public policy embraced by these statutes. We shall speak in 
terms of four major categories which may be loosely defined as 
monopoly and economic power, cartels and other cooperative 
activities, competitive practices, and structural transformation, 
respectively. 


a. Monopoly and economic power. Growing acceptance of 
bigness will tend to turn the attention of antitrusters from trust- 
busting in the classical sense of dissolution of conglomerate con- 
cerns and from any attempt to develop per se rules of permissible 
size or acceptable methods of growth. As power may always be 
used for the bad, however, performance tests will be given in- 
creasing notice. The old discussion of ‘‘good’’ and ‘‘bad’’ trusts 
will re-emerge in a new context. For better or worse, the public 
will come to expect that large organizations will adhere to a more 
stringent code of ethics than that required in ordinary business 
operations. When they fail to do this the government will resort 
either to antitrust or to special regulatory measures of the type 
illustrated by the automobile dealer franchise legislation of 1956. 
Big business will also have to learn to operate in a crystal bowl of 
publicity. We may safely predict increased public interest in the 
vast field of intra-corporate marketing, thus far virgin territory 
in public policy. But the internal marketing practices of such 
corporations as U. S. Steel or General Dynamics are clearly of 
vital significance to independent competitors in less integrated or 
diversified concerns as well as to the government as tax-collector 
and customer. 

After the electrical antitrust cases in Philadelphia we have had 
a flurry of understandable hostility to big business in Congress. 
Let me say in passing that it would be too bad if we ran along now 
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and passed the bill making almost any executives in antitrust-law 
violating concerns criminals on the ‘‘guilt by trade association’’ 
theory—whether in fact they were responsible or not. Temporary 
lapse into anti-bigness primitivism should not be allowed to dis- 
place due process of law in democratic society. 

b. Cartels and other cooperative activities. As to outright 
collusive practices, such as collective price fixing, boycotts or 
restrictions of production there is no reason to expect any soften- 
ing of public policy. On the other hand, we will grow increasingly 
tolerant of joint ventures of various kinds, notably when created in 
a pioneering spirit to develop a new business rather than to elimi- 
nate competiticn between participants. 

c. Competitive practices. In the area of competitive practices 
it seems reasonable to predict a certain shift in public policy from 
the conventional interpretation of the FTC Act as a statute to 
protect competitors towards emphasizing the protection of compe- 
tition. This would be in line with amore consumer-oriented policy 
in general. We are likely to find the Commission devoting some- 
what less of its energies to fighting such practices as disparage- 
ment of a competitor or his wares and commercial bribery in 
order to launch a crusade against deception of consumers, an area 
in which its present activities can only be characterized as 
windmill -tilting. 

d. Structural transformation. As suggested, integration and 
diversification will grow in public acceptance with increasing 
realization that these forms of structural change are often pre- 
requisite to the creation of effective marketing systems or to 
exploit fully the economies of scale in administration. A prime 
criterion of public policy in the examination of individual cases of 
integration or diversification will likely be whether customers and 
competitors are left with a sufficient number of viable alternative 
sources of supply or means of distribution. Such a development 
would simply represent a reconfirmation in a new environment of 
one of the basic tenets of antitrust philosophy. 

Mergers are also instruments of structural transformation. 
Here again the question of available alternatives to parties outside 
the combination will be raised. Our demand that large concerns 
abide by stricter standards of behavior than small business will 
probably make big business tend to prefer growth from within to 
growth by merger. 


Public Policy: Ambitrust Laws 


Over the years pressure groups at the national and state levels 
have successfully goaded legislators into passing an amorphous 
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mass of what we may call ambitrust laws. Whatever the future of 
resale price maintenance at the formal legal level, the consuming 
public may take some hope in such resale price control remaining 
difficult to enforce in practice. That classic piece of status legis- 
lation, the Robinson-Patman Act, is apt to undergo some change in 
interpretation. As we gain better conceptual and practical mastery 
over marketing costs, one may predict—especially with the assist 
of some wishful thinking—that there will be increasing recognition 
of performance discounts (as opposed to so-called ‘‘functional’’ 
ones), and that the government will have to accept a more equita- 
ble part of the burden of proof in re cost differentials. 

At the state and local level status legislation masquerading 
under such terms as licensing and certification laws, is beginning 
to take on almost medieval proportions in this country. I fully 
expect the day when even pedestrians must secure a license before 
setting foot on the pavement. Strangely enough, this flora of regu- 
lations with the barely disguised purpose of restricting entry to 
hundreds of trades and would-be professions has been allowed to 
proliferate without almost any public attention. Hence, we must 
predict that things in this area will grow worse before they get any 
better. The same thing goes for such public nuisances as so- 
called unfair trade and minimum price laws at the state level. 
Some cleanup of the state and local mess may probably be expected 
in the process of ‘‘nationalization’’ in both trade regulation and in 
marketing in response to technological and economic trends in the 
environment. 


Public Policy: Market Communications 


One area of public policy in relation to marketing in which 
major change may safely be predicted is that of communications. 
In advertising there will be an unmistakable shift towards protect- 
ing consumers rather than competitors. This goes for the general 
area of misleading or false claims. If psychologists and market- 
ers perfect such techniques as ‘‘subliminal’’ advertising the gov- 
ernment may feel called on to step in and protect consumers 
against undue influence. It will be interesting to see if business 
ethics will lead or lag behind public policy in advertising. 

Protection is essentially a negative stance. The possibility 
should not be ruled out that the government will make its influence 
felt more aggressively, by requiring more positive consumer in- 
formation and substantiation of manufacturer claims as regards 
many of our increasingly complex consumer products. Compul- 
sory automobile price labeling is only a recent expression of a 
trend which may well grow stronger. 
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As marketing management becomes more ‘‘scientific,’’ the 
legitimate needs of decision-makers for all kinds of data con- 
cerning markets, offerings, customers as well as of intelligence 
on competitors and their policies will almost certainly force a 
change in Sherman Act interpretation as regards trade association 
statistical activities, exchange of marketing data between com- 
petitors, etc. Indeed, the government may find itself actively 
sponsoring activities in the competitive intelligence area which 
only a few decades ago would have been denounced as steps on the 
road towards cartelization. 


Processes of Enforcement 


Enforcement of government regulation of marketing will doubt- 
less increasingly be by administrative rather than judicial pro- 
cesses. The chief reason for this is the growing reliance on 
performance tests rather than per se rules. Courts are hardly 
ideal agencies for performance testing, even though there is no 
doubt that we will find them making a great deal more use of 
social and behavioral science expertise than in the past. Inciden- 
tally, we may even find the Department of Justice beginning to use 
management games and other simulation devices to see what 
effect different business practices may have in a given situation, 
with a view to establishing what types of policies might be more 
or less preferable from a public policy viewpoint in a certain 
anti-trust case. This may sound like a pipe dream at the moment, 
but at the Graduate School of Business at Chicago we have de- 
signed an International Business Operations Game which does 
permit us to observe some of the effects on business behavior 
resulting from crude changes in public policy. 

A simple practical reason for greater use of administrative 
processes rather than the courts is that it would avoid the fantastic 
delays unworthy of a democracy which now plague our court sys- 
tem. This at least until the administrative agencies get bogged 
down in equally long delays! 

Only in one area of antitrust may we definitely predict broader 
use of the courts: in suits between private parties. The postwar 
period has witnessed the emergence of suits between private 
parties as an important instrument of antitrust. This is directly 
in line with Congressional expectations as to the role of such suits 
at the time when the Sherman Act was passed. 

We should not overlook the fact that greater reliance on admin- 
istrative processes may have certain side-effects of debatable 
desirability. One of these is informal advisory opinions. Another 
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is government by consent decree. By these and similar means we 
may open the back door to outright and continuous regulation of 
industry of a type this nation has avoided except in times of war 
and during the NRA. A glaring and from the viewpoint of antitrust 
philosophy horrifying example is the set of consent decrees im- 
posed by the Justice Department on most of the major electrical 
equipment industry after the Philadelphia cases. These decrees 
place upon the companies at all times the burden of proving that 
their prices are not too Jow, no matter what the intent governing 
their pricing policies might be. General Electric is one of the few 
holdouts against this amazing twist of administrative zeal. 

We may probably count on Congressional committees and indi- 
vidual legislators continuing to set up their own codes of proper 
marketing behavior and trying to enforce them by means of pub- 
licity and threats of radical legislation. Who knows—in 1980 we 
may still find Senator Kefauver exercising his prerogatives as 
indefatigable sidewalk superintendent of corporate pricing policies. 


Government as Customer and Partner 


Government meets marketing in many ways, from facilitating 
transactions by providing a monetary system and a law of contract 
via regulating to public ownership and operation where government 
organs do their own marketing. It would lead entirely too far here 
to go into all these areas. We choose to give major emphasis for 
antitrust and related legislation as the antitrust laws are indeed 
basic, to be likened to a constitution for American business. That 
constitution not only provides for a division of powers between 
government and private enterprise but also defines the publicly 
acceptable types of relationship between firms. In conclusion we 
turn to another dynamic area of government-marketing relations, 
i.e., that in which government plays the role of customer or 
partner. 

Governments at all levels are becoming increasingly vital 
customers. Because government wields such extraordinary bar- 
gaining power as a big (often even the only) customer in many 
markets, its stance in these markets is of far-ranging importance. 
In defense, for instance, we find the broad trend away from tradi- 
tional unrestricted competitive bidding to bidding by invitation, or 
even the selection of a ‘‘chosen instrument’’ on a non-competitive 
basis. While this raises the question why bidders should feel 
obliged to compete in monopsonistic situations, we shall probably 
continue to have different standards for buyer and for seller be- 
havior in these cases. We are accustomed to the seller providing 
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initiative, while buyers ‘‘merely’’ reject or accept. In defense, in 
atomics, in space technology we increasingly find the government 
customer taking the lead—we are coming to accept a more positive 
role for government in such areas. Indirectly the long arm of the 
government in these areas extends through the whole chain of sub- 
contractors down to the lowliest supplier of nuts and bolts. The 
integrated marketing systems resulting are to a large extent the 
creatures of government—or of government and business working 
together. 

Joint ventures among several firms, or joint ventures of gov- 
ernment and business, will be the melody ofthe future in the public 
utility and social welfare fields. Single firms cannot handle the 
commuter problem, air pollution, civil air traffic safety, the elec- 
tronic highway, educational TV and a host of other public needs. 
The same thing holds true for satellites for international telephony 
and TV and an unknown multitude of other tasks of space explora- 
tion and exploitation. Furthermore, in the area of development of 
industrially backward nations it is so obvious that we could vastly 
increase our effectiveness by integrating private and public efforts 
that such coordination is bound to come. The government may well 
assist in marketing research in these countries, and give out con- 
tracts for R & D as well as product planning and development by 
American firms of goods needed in these countries. Our develop- 
ment of economic desalination equipment, solar-powered genera- 
tors, multi-purpose aircraft and many other sorely needed prod- 
ucts dovetailed to the needs of the industrializing nations, and 
aggressive promotion of them by private enterprise, may well 
yield several more times effective assistance per dollar than our 
conventional grants-in-aid. Government will also help with more 
extensive credit guaranties, insurance against political risks andin 
innumerable other ways. It is likely that in return it will wield 
increased power over American business abroad, setting standards 
of corporate conduct in the light of American foreign policy con- 
siderations. 

You will have noticed how in speaking about ‘‘government’’ and 
marketing we tend to. think in terms of Washington. A hundred 
years ago it would have been important to specify whether you had 
state or national government in mind. With the likely arrival of an 
Atlantic Economic Community within the next decade it will again 
be important to be specific, as participating countries will yield 
sovereignty to supra-national government precisely in the trade 
regulation area. 

It would carry too far to explore what an Atlantic community 
policy may be. It may well adopt many American notions in the 
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government-marketing field. Such a development would probably 
be the result not so much of pressure by U. S. representatives in 
the councils of the community as of the innate staying power of 
our economic philosophy. A dramatic example of the power of 
these ideas is the great postwar ideological transformation in 
Europe, which has seen the Labour parties make a virtual turn 
around on the issue of wholesale socialization and become ardent 
friends of free enterprise—as long as it means free competition— 
in major sectors of the economy. 

There will be a great deal more interaction between govern- 
ment and marketing in the future. But it will not be the classic 
picture of government sitting on business, or vice versa. The 
interaction will be based increasingly on mutual respect and 
mutual confidence. And foresighted marketing men will more and 
more seize the initiative in this interplay—no more will we have 
a one-way street of impulses from the government. To try to 
answer the question raised by the title of my talk: I believe in 
fusion—after a fashion. 


9. ECONOMIC BASES FOR FINDINGS 
OF “INJURY” UNDER THE 
ROBINSON-PATMAN ACT 


Robert C. Brooks, Jr.* 


Enforcement of the Robinson-Patman Act could be im- 
proved by an explicit distinction being made between 
cumulative and noncumulative price discrimination. 
Competition among favored and disfavored groups of buy- 
ers is injured by the cumulative type of discrimination, but 
not by the other type. The Federal Trade Commission could 
sharpen its application of economic concepts by incorpor- 
ating this distinction into its tests of secondary-line injury. 
Enforcement could be further clarified if the Commission 
would explicitly recognize and state whether the basis for 
each of its decisions lies in economic standards or in legal 
standards of fairness. 


NFORCEMENT of the Robinson-Patman Act is often said to 

suffer from faulty vision. It is charged that the Federal 
Trade Commission sees ‘‘injury to competition’’ in many cases 
where there is only injury toindividual competitors. The allegation 
is a serious one to those of us who feel that the purpose of public 
policy toward business should be the promotion of market com- 
petition. Indeed, since injury to competitors is a normal occur- 
rence in healthy competition, efforts to prevent injury to individual 
competitors may actually serve to suppress the forces of competi- 
tion itself, 

My over-all approach to this question was to set forth a valid 
and operable economic definition of ‘‘injury to competition’’ in the 
broad sense (and not in the narrow sense of ‘‘injury to a com- 
petitor’’), and to determine the extent to which actual decisions 
under the act were conceptually consistent with this definition. I 
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also attempted to suggest methods of applying economic concepts 
in determining whether or not injury to competition had occurred, 
given specific sets of facts in particular cases. The bulk of my 
work on this topic appeared in last April’s University of Pennsyl- 
vania Law Review. 

Today’s paper is limited to a very general consideration of 
economic concepts expressed in those decisions where evidence 
was presented in opposition to, as well as in support of, the com- 
plaint. As for their relevance to the facts of the cases in which 
they were used, at the least these concepts reflect the enforcing 
agencies’ evaluations of the facts. I feel there is less to be 
gained by concerning ourselves with the agencies’ judgment as to 
the facts of past cases, than there is in evaluating the economic 
relevance of the concepts they have been using. Differences in 
judgment we have with us always, but general agreement as to 
proper concepts may well be within our reach. 

These supporting economic concepts which have served as 
bases for legal findings of injury fall into three general groups. 
For the first two groups of concepts, there is little room for argu- 
ment as to their economic validity or invalidity, but the third 
group requires some discussion. 

The first group includes findings of a tendency toward sub- 
stantial reduction in the number of competitors in a market, find- 
ings of a tendency to hamper or suppress increases in degree of 
competition, and findings of a lack of competitive behavior on the 
part of traders. Most of us would agree that these concepts re- 
fle t true injury to competition. 

the second group includes cases where there was no basis 
except a finding of a price difference among customers, or—at the 
most—that the price difference served to divert business from 
the competitors of the discriminator. In these findings, there is 
clearly no support for an inference of injury to competition in the 
broad, economic sense. 

The third group includes findings which state only that the 
price discrimination affected relative success in the competitive 
struggle between the favored and disfavored groups of customers. 
The favored customers were found to exploit their cost advantage 
by selling at lower prices and/or by increasing their non-price 
selling efforts. The significance of these findings for the vitality 
of market competition is unclear without further analysis. It is 
granted that if less-than-full-cost pricing is sporadic or is 
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available to all on the same basis, then there could hardly be a 
substantial injury to competition among the customers, and the 
competitive process of weeding out those that are inefficient and 
unwanted could proceed on a valid basis. If, however, such 
special prices are systematically limited to only a part of the 
customers, a persistent handicap unrelated to efficiency is placed 
on the unbenefited part of the market, and this handicap destroys 
the validity of the subsequent competitive process as a means of 
eliminating inefficient and unwanted firms. 

What of a firm selling hundreds or thousands of products? In 
such cases, a cost-of-goods handicap on one item alone would 
hardly have a substantial effect on survival of the firm. Never- 
theless, such a handicap will influence the profitability of the 
particular item involved, and thus might lead the firm to withdraw 
as a supplier of that item, thereby reducing the variety of alterna- 
tive sources for that particular product. Furthermore, if the 
firm is handicapped in its cost-of-goods on one item, it is quite 
possible that similar conditions in the market for other items of 
its line would produce similar handicapsin other items that it sells. 
Thus, it might be found that a discrimination on a minor item is 
typical of the situation pertaining to a substantial proportion of 
the firm’s total business. 

But it is also quite possible that, on an over-all basis, the 
price discriminations are offsetting rather than cumulative. For 
example, with manufacturers located in different geographical 
areas, and buying component parts from suppliers who are also 
scattered geographically, it might be found thatagiven manufactur - 
er’s cost advantage on some components would be substantially off- 
set by cost disadvantages on other components. Or it might be 
found in a disorganized market that a given buyer’s preferential 
cost treatment from one supplier was offset by comparable pref- 
erential treatment given by other suppliers to the given buyer’s 
competitors. There is no justification for government interven- 
tion in cases such as these, as the net effect of the price dif- 
ferentials is no different from the effect if the offsetting dif- 
ferences are eliminated, and there would be no gain from such 
elimination. If only part of the offsetting differences should be 
eliminated, net preferential price advantages might be introduced 
where none existed before. 

To return to the opposite case, however, where the cost dif- 
ferences on various items are cumulative rather than offsetting 
(as would be true if large firms generally received unjustified 
preferential price treatment or if firms in certain locations 
generally received such preferential price treatment, with no 
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offsetting disadvantages on cost prices of other items), then the 
net effect of the cost differences is quite different from the effect 
which would exist if the differences were eliminated. Further- 
more, if only part of such differences were eliminated, there 
would be a partial gain to the extent that the cumulative dif- 
ferences were reduced. 

Where discrimination in the extension of price concessions is 
of the cumulative type, favored firms might survive which would 
otherwise be eliminated because of inefficiency, and unfavored 
firms might be eliminated which would otherwise survive. 

A finding of true economic injury in this third group of cases 
would be justified if the concept was one of cumulative price 
discrimination, but would not be justified if the price discrimina- 
tion was offsetting. While a cumulative aspect was specifically 
found by the Commission in some of these decisions, the question 
of whether the price discriminations were cumulative or offsetting 
was not explicitly considered in most of them. 

Of the 68 decisions where injury was found, 27 were based on 
the first category of concepts where true economic injury is 
implied. Thirteen of the 68 were based on the second category of 
concepts which lacked significance for competition in the broad, 
economic sense. And 28 of the 68 decisions were of the third 
category, where valid findings as to true economic injury would 
generally require the use of more precise concepts. With a lack 
of precision in 28 decisions, one can say only that from 27 to 55 of 
the 68 decisions were justified in the sense that they reflected 
concepts of ‘‘injury to competition’’ in the broad sense, rather 
than the narrow concept of injury to individual competitors. 

Finally, it must be recognized that the agencies enforcing the 
Robinson-Patman Act have an additional standard of ‘‘injury,’’ one 
based on concepts of fairness, and irrelevant to an analysis of the 
extent to which legal decisions under the Act are conceptually 
consistent with an approach based on economics. The fact that 
the law contains a standard other than a purely economic one 
means that the preceding analysis cannot by itself be taken as a 
source of praise or blame for the agencies charged with enforce- 
ment of this law. It is simply an attempt to measure the extent 
to which the alleged bases for enforcement conform to an econom- 
ic standard. 

Can the economic standard be applied sensibly in spite of the 
fact that the law contains another standard as well? In enforcing 
the law in those cases where injury is found, but where such a 
finding would not be justified under an economic approach, the 
Commission should at least be aware, and make it explicit, that 
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justification for the finding is only in the legal concept of fairness, 
It should not hide the fact that the price of enforcing the standard 
of fairness may well include adverse effects on market competition 
itself. Failing a change in the law, if the Commission wishes to 
bring enforcement into greater agreement with an economic ap- 
proach, it can still do so by seeking to limit the selection of 
cases for complaint to those which are justified under the eco- 
nomic standard of injury to market competition. 


10. A STUDY OF THE EFFECT OF 
THE ROBINSON-PATMAN ACT UPON 
COOPERATIVE ADVERTISING 
POLICIES AND PRACTICES 


John R. Davidson* 


The Robinson-Patman Act has been in force twenty-five 
years, during which time its regulation of vertical cooper- 
ative advertising has been the object of concern by the 
Federal Trade Commission, the Courts, and buyers and sell- 
ers. How well the Act serves its purpose, as measured by 
its effect upon cooperative advertising policies and prac- 
tices, was the object of this doctoral study. 


HE Robinson-Patman Act, amending Section 2 of the Clayton 

Act, has been a part of public policy dealing with monopolistic 
practices for a quarter of a century. The date of June 19, 1961, 
marked the 25th anniversary of its signing into law by President 
Franklin Delano Roosevelt. There is nothing of significance in 
this fact that causes the present evaluation of the Act; most 
legislation is subjected to the acid test of application long before 
25 years elapse. This has been true of the Robinson-Patman Act, 
for it has been in and out of the Federal Courts for almost the same 
period of time. 

Any memorable milestone gives cause for reflection and as- 
sessment, but the passage of 25 years to a marketing theorist who 
relishes in the dynamics of the economy is like a hundred years 
in terms of what has happened in change tu marketing policy and 
practice. The question thus arises: ‘‘What about the Robinson- 
Patman Act? Is it doing the job in 1961?’’ 

The answer to this question prompted an investigation in four 
areas, the FIRST of which was the effect of administrative and 
judicial interpretation upon policy and practice regarding 


*John R. Davidson, Associate Professor of Business Administration and As- 
sistant Dean of the College of Business Administration, Bowling Green State Uni- 
versity. 
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cooperative advertising. A review of the provisions of the Act 
revealed how ambiguous a statement of prohibitions it actually 
was, and how right Representative Emanuel Celler was in predicting 
that the Courts would (to use his own words) ‘‘have the devil’s 
own job to unravel the tangle.’’ But a simple reading of the Act 
does not reveal what has happened to it down through the years as 
the Federal Trade Commission sought to administer it in practical 
terms and the Courts sought to interpret its meaning. It is in the 
pertinent administrative decisions and the decisive rulings handed 
down by some eminent jurists that one finds the actual impact of 
the Act. It is in this manner that an Act once described as 
‘‘The Chain-Store Bill’’ is given the flexibility of application to 
buyers and sellers in 1961. In this sense, the Act continues to 
serve its purpose as a statute in our public policy on monopolistic 
practices because its language was not so specific as to render the 
Act useless with the passage of time and the evolution of market- 
ing practices. 

While court action has pointed up its strengths, it has also 
served to effect certain weaknesses. In point, the Automatic 
Canteen case has had the effect of negating buyer responsibility 
for inducing illegal cooperative advertising allowances and serv- 
ices. Regulation on this score is sorely neededif one considers as 
valid the claims from vendors that undue pressure is being brought 
to bear upon them by large corporate retailing units. Lacking such 
direction from the Courts, the Commission is seeking to attack 
the abuse administratively from another direction. 

A SECOND area of investigation was devoted to the use of 
cooperative advertising as a promotional tool. Historically, co- 
operative advertising is a comparatively recent innovation; yet, 
its use and abuse over the past thirty years as described in the 
literature of marketing demonstrates vividly that its use asa 
promotional tool is as legitimate in marketing strategy as com- 
petition itself. The mutual stake that a manufacturer and a re- 
tailer have in the sale of a product to the consumer has become 
more clearly defined as the vendor and retailer came closer in 
the channel of distribution. Barring the unlikely prospect of per- 
fect vertical integration of the levels of distribution, and in the 
light of presentday competitive conditions, there is strong evi- 
dence that cooperative advertising is here to stay—particularly 
where sales strategy calls for selective distribution. 

Down through the years, a great variety of types and forms of 
cooperative advertising have been used. Cooperative plans by 
the dozens have been initiated, and their advantages and dis- 
advantages have more or less offset each other. Some vendors 
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have given up cooperative advertising entirely; others have stuck 
to the policy doggedly. One thing seems clear: when abuses come 
to the foreground, the Robinson-Patman Act serves to give the 
incentive and impetus necessary to deal with these problems, 
Usually some one is sufficiently knowledgeable of the Act to 
realize that it affords him protection when protection is deserved, 
or to fear the consequences of a complaint docketed by the Federal 
Trade Commission. Furthermore, trade associations of adver- 
tisers, media, and retailers have worked to bring practice and 
policy in cooperative advertising in line with the provisions of the 
Act by holding symposia and workshops on the subject. In some 
instances, these trade associations have taken on the task of 
policing their own members and otherwise doing what can be 
done to alleviate or lessen the effects of abuses. Where ap- 
proximately 20 per cent of the sales promotion dollar is involved, 
micro or macrowise, there is reason for concern by many peo- 
ple for the efficiency (or lack of it) resulting from cooperative 
advertising. These forces tend to work toward greater com- 
pliance with the Act and increase the effectiveness of cooperative 
advertising as a competitive promotional tool. 

A THIRD area of investigation involved the surveillance and 
enforcement activities of the Federal Trade Commission. Here 
the record shows that the Commission has not exercised an over- 
concern for compliance with Sections 2(d) and 2(e)—pertinent 
parts of the Clayton Act dealing with cooperative advertising. 
Slightly over three per cent of its orders have dealt with viola- 
tions of the provisions of the Act. Seventy-five per cent of such 
orders have dealt with payments or allowances for services and/or 
facilities furnished by buyers under Section 2(d); the remainder 
were concerned with services and/or facilities furnished by sellers 
under Section 2(e). Admittedly, the Commission has been charged 
with responsibility for enforcing legislation covering a large 
segment of economic activity, and has been given limited budgets 
for doing so, but its surveillance and enforcement policies have 
served to encourage much voluntary compliance through trade- 
practice conferences and subsequent rules, At the same time, 
through fairly consistent enforcement, it has served notice that 
no segment of the consumer-goods manufacturing and distributing 
industries is exempt from its scrutiny. Periodic surveillance 
continues to effect compliance with its orders, andthe Commission 
has reorganized staff and procedure to bring about more speedy 
and efficient handling of its cases. In the aggregate, the Com- 
mission not only assists firms as they strive to comply with the 
law of the land, but it serves as an effective deterrent to those 


EFFECT OF THE ROBINSON-PATMAN ACT 89 


who would otherwise bend to the demands of dollar-motivated ex- 
pediency. Prosecuting violators remains a relatively minor 
activity. 

A FOURTH facet of the study was concerned with the attitudes 
of users of cooperative advertising toward the Act and the Com- 
mission. These decision makers are influenced to a greater or 
lesser extent by the frame of reference through which they view the 
opportunities afforded by the use of cooperative advertising, as 
regulated by the Robinson-Patman Act. Most of the semi-directed 
interviews revealed one glaring fact; namely, there is a paucity of 
knowledge and much misunderstanding about the provisions of the 
Act and the functions of the Commission. Furthermore, this ig- 
norance of the prohibitions of the Act and how it has been enforced 
tends to create a sense of false security, particularly from the 
asking side of cooperative advertising arrangements. In spite of 
frequently occurring articles in the trade press, it would appear 
that there is need for greater dissemination of information regard- 
ing the Act and the current activities of the Commission. From 
this fact, the teachers of marketing may take encouragement to 
spend more time to develop an understanding of the legal aspects 
of cooperative advertising. As a further suggestion, some por- 
tions of the trade press might well assess their efforts to dis- 
credit the Act and the Commission and redirect them to more 
positive ends, 

In SUMMARY, enforcement over the past twenty-five years has 
served thus far to justify the faith initially placed in the Act by its 
sponsors. It has had a salutary effect in reducing the dangers of 
competitive abuses in our economy. Its language has permitted 
interpretation and application to changing competitive conditions. 
Present interpretation exercises a deterrent effect upon the use of 
cooperative advertising. The Commission’s enforcement policy and 
the promulgation of trade practice rules exert a wholesome in- 
fluence upon present-day users, thereby enhancing the favor and 
trust with which vertical cooperative advertising practices are 
viewed. The solution of problems arising out of present-day 
abuses lies in the use of effective administrative procedures. 
Because effective administrative procedures depend on a fully in- 
formed management, there is need for more intensive efforts to 
disseminate information about the use of cooperative advertising 
under the provisions of the Act as interpreted by the Courts and 
administered by the Commission. 

The findings of this study place the Robinson-Patman Act and 
the Federal Trade Commission in a favorable and constructive 
light. 
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lla. ASSUMED RESPONSIBILITIES OR 
ENFORCED RESPONSIBILITIES? 


Earl W. Kintner* 


note the declarative nature of the titles of this Conference and 

this session of the Conference. The program announces a 
general discussion of ‘‘The Social Responsibilities of Market- 
ing,’’ not a debate on the question ‘‘Does Marketing have social 
responsibilities?’’ Similarly, the program announces that the 
‘Social Responsibilities of Advertising’’ is the subject for dis- 
cussion this afternoon. Neither by direction nor implication is 
there any hint in the program of a belief that advertising may 
lack social utility or that advertising may have no social respon- 
sibilities. 

Perhaps I read too much of my own conclusions into these two 
phrases. To guard against any charge of false imputation I 
openly state my conceptions at the outset. I firmly believe that 
advertising has real social utility in a capitalistic economic sys- 
tem. I firmly believe that advertising has awesome responsibil- 
ities in our society. 

If we assume, arguendo, the validity of these premises much 
room for discussion remains. We must still attempt to define 
those responsibilities in terms that can find general acceptance 
and examine the relative utility of the means available for imple- 
menting those responsibilities. 

I am sure that my fellow panel members who have devoted 
their lives to scholarly examination of advertising principles and 
to the practice of advertising can easily outstrip me in the subtle 
task of definition. A lawyer—particularly a lawyer whose chief 
professional concern is government regulation of business—can 
perhaps contribute more effectively to the examination of means 
of implementation. However, like many a student, I am forced to 
devote feeble skills to the task of defining goals before I can dis- 
cuss means. 


*Earl W. Kintner, Arent, Fox, Kintner, Plotkin and Kahn, Washington, D.C. 
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SOCIAL RESPONSIBILITIES OF MARKETING 
II. 


The responsibilities of any activity within a society mirror the 
felt needs of that society. Our society is founded upon the belief 
that individual freedom occupies the highest position on the scale 
of political values. Yet this proposition was sustained for us by 
the most conservative revolutionists imaginable. Our forefathers 
were very worldly men. They attempted to gain liberty while 
avoiding license. Their desire was to encourage innovation with- 
out provoking cataclysms. And, as befits men who were much ex- 
ercised over stamp taxes and abuses of the mercantilist system, 
their social concerns were devoted fully as much to economic 
values as to political values. In their view property rights and 
political rights were complementary. It should come as no sur- 
prise that our economy and our polity are reflections each of the 
other. 

America is committed to a free economy. Weare committed to 
the idea that competition between private citizens can equitably 
distribute prosperity. We are committed to the idea that free 
competition is the best means for producing innovations which ad- 
vance the commonweal. 

The search for definitions of the social responsibilities of 
advertising must be conducted within the boundaries of these 
commitments. 

My tentative definition of the social responsibilities of adver- 
tising would, at minimum, embrace these three elements: 


1. To function as an efficient instrument of free and fair 
competition by focusing public attention on the demon- 
strable merits of competing products and services. 

2. To foster innovation by affording new entrants to the 
marketplace an efficient means for winning public ac- 
ceptance. 

3. To furnish to purchasers the information necessary 
for intelligent choices. 


These responsibilities are affirmatively stated. For my pur- 
poses it may be better to state them negatively: 


1. To avoid perverting free competition by using adver- 
tising as an unfair method of competition. Disparagement 
of worthy competitors or the diversion of sales through 
deception are obvious examples of foul competition. 

2. To avoid the use of deception or the exercise of market 
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power to stifle innovation. Advertising can be used as a 
tool of monopoly just as it can be used as an instrument 
of free competition. 

3. To avoid flooding consumers with false and misleading 
statements which pervert the right of free choice. The 
economic damage to consumers produced by such prac- 
tices is vicious; the weakening of public confidence ina 
free enterprise economy resulting from such practices is 
a far greater vice. 


My statement of negatives is the product of reasoning that a 
society can survive wasteful conduct—that is, conduct which fails 
to advance any specific social goal—for a longer period than it can 
survive destructive conduct. By way of example, let us posit a 
society dedicated to the brotherhood of man. Such a society would 
function best if all its citizens were Good Samaritans. Sucha 
society could survive for a time if some of its citizens were in- 
different to the needs of others. Such a society could not survive 
if some of its citizens were free to murder others with impugnity. 
I submit that the first responsibility of those responsible for ad- 
vertising is to eschew economic thuggery, to avoid the use of ad- 
vertising as an instrument of social destruction, by observing the 
negative imperatives. 


Ill. 


Restraints against destructive conduct in some form are in- 
evitable, but there is nothing inevitable about the nature and 
sources of necessary controls or restraints. 

A society is strengthened if harmful forms of activity are 
curbed by beneficent restraints. But a society can be mutilated if 
inept and unduly harsh restraints proscribe useful activity. And in 
a free society the sources of restraints are perhaps more im- 
portant than the nature of restraints, because the difference be- 
tween imposed restraints and assumed restraints can mean the 
difference between statist control and individual liberty. 

Means for achieving the goals of an organized society can 
emanate from either of two basic sources. Either the respon- 
sibility for meeting a goal can be voluntarily assumed by private 
citizens or the responsibility can be enforced through the govern- 
mental structure of the society. In America further refinements 
of this basic dichotomy are necessary. Here the possible sources 
are four in number: 
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Individual responsibility; 
Voluntary group effort; 
State and local government; 
Federal government. 


Hon 


In a nation that places individual liberty at the highest point on 
its scale of values the most desirable source of necessary re- 
straints is obviously the first one. The suppression of a given evil 
may require contributions from all possible sources, but even in 
grave situations the most desirable solution entails a large rela- 
tive contribution from the first source and geometrically descend- 
ing contributions from the three succeeding sources. [If all in- 
dividuals engaged in a given activity recognize the necessity for 
self-imposed restraints to prevent harm to others, then voluntary 
group effort is necessary only to reinforce and support the con- 
scientious effort of individuals. If all necessary restraint could 
be furnished by individual responsibility and voluntary group ef- 
fort, then obviously no contribution is necessary from government. 
Descending from the ideal to the practical, we often find that some 
few individuals engaged in an activity where restraint is necessary 
refuse to recognize their responsibilities. If voluntary group ef- 
fort cannot impose necessary restraints upon these civic failures, 
then the necessity for governmental action is apparent. Histori- 
cally, governmental contributions to necessary restraints have 
often come first from state and local governments, with a con- 
tribution from the Federal government coming only after demon- 
stration that the combined efforts of individuals, voluntary groups 
and state and local governments are unable to achieve a satis- 
factory level of beneficial restraints. 

Just as nature abhors a vacuum, so does a civilized society 
abhor a vacuum in the imposition of needed restraints. It is im- 
portant to realize that the failure of one source of necessary re- 
straints will result only temporarily in the absence of restraint; 
the pressure of public opinion will soon force the needed contribu- 
tion from another source. Present governmental restraints upon 
advertising are directly related to past failures of individuals 
within advertising to meet their responsibilities voluntarily. 

Great pressure for increased governmental control of adver- 
tising practices has been building within governmental circles for 
at least two years. Some of these pressures have been engendered 
by documented examples of the failure of voluntary efforts to meet 
advertising’s responsibilities. Other pressures stem, perhaps, 
from baser motives. It is possible that these pressures will 
result in controls far more extensive than necessary to insure that 
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advertising’s unmet responsibilities will be met. No observer can 
confidently predict that efforts to secure stricter governmental 
control of advertising will fail. However, the best defense against 
these pressures is a demonstration that individuals and groups 
within advertising can meet their responsibilities on a voluntary 
basis. If legitimate complaints against the social performance of 
advertising can be stilled the battle against illegitimate pressures 
for increased governmental control will be far less difficult. 
Immunity from harsh imposed restrictions is a desirable goal 
for advertising practitioners. But there is a broader reason for a 
show of individual responsibility. In these dark days when the 
cause of political and economic freedom is sorely beset it be- 
hooves all of us not merely to preach freedom but to demonstrate 
our commitment to freedom in our conduct. Free men best 
demonstrate their love of freedom by freely shouldering the re- 
sponsibilities that freedom imposes. 


| 


llb. NOTES ON SOCIAL 
RESPONSIBILITIES OF ADVERTISING 


Hugh R, Jackson* 


T is extremely interesting to follow the almost scholarly analy- 
sis of the attorney and ex-bureaucrat, Mr. Kintner, and the 
very brassy bugle of Mr. Tyler. 

I find perhaps only one common element in their remarks— 
although obviously arrived at from quite different starting points. 
Kintner has no questions about the vital social utility and impor- 
tance of advertising in our free enterprise competitive society 
and Tyler certainly leaves us in no doubt of his views as to its 
social significance. 

Neither of these gentlemen can get any argument from me on 
this score for I agree completely—but I think Mr. Tyler and I 
play different instruments. 

In the first place I disagree profoundly with the idea that the 
maintenance of our national energy and capacity for achievement — 
not to mention our virility—demands that advertising must—in his 
words—be vulgar, brash, aggressive, insistent, crassly commer- 
cial, loud and single-minded. 

And I also do not agree that advertising—or I should say rela- 
tively small part of it which actually fits Mr. Tyler’s at least 
momentary concept of virility—is either the great reflector of our 
society at home or the image that will produce respect for us and 
a longing to emulate us abroad. 

I would argue that the alternative to vulgarity, brashness, ag- 
gressiveness and what have you is not necessarily a supine, namby 
pamby jellyfish or an effete pink tea social. Advertising can be 
positive, effective and virile without these characteristics. 

I don’t believe—and I don’t think Mr. Tyler really believes— 
that these allegedly two-fisted and rugged characteristics of some 
advertising are really the essential ingredients of American 
material progress or that they are even the best and most suc- 
cessful way to sell his client’s goods. 

I am sure he can point to some fine marketing research to 


*Hugh R,. Jackson, President, Better Business Bureau of Metropolitan New 
York, Inc., New York. 
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buttress his position—but I am in the business of running an 
organization that handles about 200,000 inquiries and complaints 
from the public about business each year—with many of them 
related in one way or another to advertising—and I think I have 
some basis of judgment as to the public’s reaction to advertising. 

It seems to me that if advertising isto be the great persuader— 
and I agree that it can and should be—it must obviously gain the 
responsiveness and acceptance of the people whom it seeks to per- 
suade—the American people. 

And I can only report that some of the characteristics which 
have been singled out here for commendation are the ones which 
generate the greatest criticism and ire from at least a large part 
of the audience to whom it is addressed. 

Let me briefly enumerate a few of the social responsibilities 
that it seems to me advertising has bothin performing its vital and 
necessary function for our society and some responsibilities which 
it has to itself to maintain the support and confidence of the 
public—without which it can do nothing. 


1. All agree that advertising must be honest and non- 
deceptive. 


Everybody is agin sin and for God and Motherhood. 


Problem not so much one of truth or falsity but the 
grays of half truth, implication and erroneous im- 
pression. 


Advertising can be literally true but misleading. 


2. Advertising must be informative in disclosing materi- 
al facts. 


Let me mention some of the things about which I think adver- 
tising must accept responsibility—primarily to gain public accept- 
ance, confidence and respect so that it can fulfill its basic function. 

Let’s recognize first that the public’s criticism of specific 
advertising often militates against all advertising. 

We see this day in and day out. 


A single exaggerated TV toy advertisement can generate 
reaction against all toy advertising. 


A single ad by a local store for merchandise which is sold 
out 10 minutes after the store is opened can and does 
hurt the store’s whole advertising expenditure and it can 
reflect against a whole media. 
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Derogatory and direct comparison advertising generates public 
skepticism and lack of confidence—whether it be the relative speed 
of pain relievers melting in our stomach or point by point com- 
parisons by auto manufacturers with named competitive cars— 
necessarily selected to extol the virtues of the advertiser’s car 
and miminize the virtues of his competitors. 

Superlative claims of outperforming all others, the ‘‘best 
service’’ or ‘‘we undersell all others’’—fall largely in same cate- 
gory. 

In purely local retail advertising here in New York we have had 
a long standing policy—supported by the vast majority of adver- 
tisers and local media—that advertisers shall offer and sell 
products on their merits and shall not disparage or make any com- 
parison—directly or by implication—with the prices, products, 
services or method of doing business of competitors. 

Hasten to add that this rule does not apply to national advertis- 
ing accepted by local media. 

Finally I should mention the opposition generated by blatancy, 
loudness and reiteration that goes to the extent of producing 
irritation. 

Any recital of these, or other responsibilities of advertising, 
must, as Kintner has done, almost always be stated as negatives. 
Yet it would be an untruth and a disservice to sit down without 
registering my strong conviction and experience that these criti- 
cisms and these failures to meet what I consider to be some of the 
social responsibilities of advertising represent only a small 
minority of advertisers or advertising. 

But their importance to advertising and to its function are far 
out of proportion to their numbers. 

I subscribe to the view that it is the responsibility of business 
itself to continue and strengthen its efforts both individually and 
collectively on a voluntary basis to reduce the drops of ink that 
color the whole well. And I also agree that if business does not do 
this, government will. 


a 


lle. SOME DAY I'M GOING TO 
i MURDER THE BUGLER 


William D. Tyler* 


THE BUGLE makes a loud, vulgar, blaring noise. 


Technically, it is a musical instrument. Actually, what comes out 
of its brassy throat is less melody than pure blast. 


The bugle, then, is the ugly duckling of the musical world. And 
yet it too, serves a purpose. 


Maybe, in its unlovely, prosaic way, it has played a more impor- 
tant part in the history of man than, let us say, the dulcet tones of 
the flute, or the oboe, be it ever so melodious. 


Because the bugle has a function far more basic than the enrich- 
ment of the soul. 


The bugle gets men out of bed in the morning. And this, I submit, 
it man’s noblest act. 


It is what he most deeply wants noi to do. 
It is what he resists with every fiber of his being. 


Yet without it, no progress can be made. I say this with some 

confidence, since it is generally accepted that man makes little 
' progress in bed, particularly while sleeping. 

The fact that he invented the bugle and permitted himself to be- 

come the willing slave of this rude and raucous destroyer of 

physical comfort is one of the most significant things you can say 

about man’s will to make progress. 


It shows that he realizes that, to go ahead, he must do’so in spite 
of himself. 


Hence the bugle. 


But unhappily, the only progress the bugle helps him to make, is 
martial. And we have already made enough progress in this par- 
ticular direction to last us for some years to come. 


*William D. Tyler, Executive Vice-President, Benton and Bowles, Inc., New 
York. 
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What is the peacetime equivalent of the bugle? 
Since the days of our founding fathers, we’ve had three. 


The first was the best. It consisted of gnawing hunger pains in the 
morning. There is nothing like an empty stomach to get a man out 
of bed. Our colonial forefathers benefited from this greatest 
drive of all, the drive for survival. 


Well, we survived. We got ourselves food, shelter, clothing, and 
rid of the Indians too, one way or another. Mostly one way. 


The new times called for a new bugle. We had worked ourselves 
out of the first one. Fortunately for nineteenth-centruy America, 
it was close at hand. We saw in our future an opportunity to reach 
higher and higher levels of prosperity—and do so with our own two 
hands. 


This bugle, too, got men out of bed. It bleated out a simple mes- 
sage. ‘‘Get-ahead, get-ahead, get-ahead.’’ It was the bugle call of 
opportunity. 


We became the original hustle-bustle, raw and raucous, rough and 
ready, up and at ’em, bet-a-million, get-rich-quick kids of the 
western world. 


We worked. Oh, how we worked. Sweat shops. Child labor. 
Pickin’ cotton. Workin’ on the railroad. Mill towns. Mine cave- 
ins. But we made it. We got ourselves goods, and more goods, 
and even more goods in the backroom that we haven’t even opened 
yet. 


And so all of a sudden, there we were. Kings of the mountain. 
More of everything than anybody else. 


Well—what’s going to get the man who has everything, out of bed? 
What will America use for a bugle, now? 


What now? echoed the economists, the historians, the moralists, 
the sociologists, the philosophers—all the spectators, judges and 
timekeepers along the sidelines of the world’s greatest race. The 
race of man to outdistance his old and persistent enemy. The one 
he can never really shake off. The enemy within who says, ‘‘Oh, 
come on, let’s take it easy. What’s there to get up for? We have 
it made.’’ 


The sideline commentators were dead right in viewing with alarm. 
Because man without drive is no longer man. He is vegetable. 
Never before in our lively, active, roaring history have we so 
needed the good loud blast of a bugle. 
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Oh, everyone has been very helpful. The suggestions keep pouring 
in. Dr. Toynbee suggests: ‘‘Why not spend your earnings on 
meeting the basic and pressing needs of our fellow human beings?’’ 
This was not a precisely original concept, since we were already 
spreading our patrimony around with a somewhat lavish hand. 


But to make a national career out of this type of work has just one 
drawback. Will it get a man out of bed in the morning? 


Another school believes that we should work off our famous na- 
tional energy, not in producing more of the goods and services we 
already have so many of, but in leisure activities. Others want us 
to take up the slack with sports, for fear that our physical capaci- 
ties might otherwise wither away. 


Still others would have us pouring this enormous force of ours into 
cultural pursuits. Then we might be able to end up by looking 
down our noses at our friends across the sea who have for so many 
years been looking down their noses at us. 


Well, there’s no bugle call in any of these. Where are we going to 
find one? 


It just could be that, next to confessional priests, European diplo- 
mats, the psychiatric community, and a few ward politicians—no 
one in this world knows the drives that will get men out of bed any 
better than the American marketing man. 


From them, from you, should come the best possible answer to 
this, our single greatest national problem—because it has to do 
with influencing’s men’s minds. 


What do we here know about men’s minds? We know that the ideas 
that are most apt to get them to act have always been compounded 
of three ingredients in a certain inflexible proportion. One, a 
generous appeal to self-interest. Two, an almost equivalent appeal 
to his social or spiritual sense. Three, a powerful compelling 
expression of that idea. 


If our bugle has to embody that rare combination of self-interest 
and doing good for others in just that order, it probably will have 
to be built around the present American system of enlightened 
self-interest. This is the only method extant that enables man to 
satisfy his twin desires of reaping the fruits of his own efforts and 
helping others at the same time. 


So powerful is this idea that communism has made the least pro- 
gress here of anywhere. And yet this is where Marx envisioned 
communism’s easiest conquest. 
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The appeal to self interest, even enlightened interest, is not, of 
course, perfect. It is hard and logical and pragmatic. It tends to 
glorify material possessions. It is lacking in apparent spiritual 
values. But it works. 


Don’t its shortcomings boil down to this? Jt is a means waiting for 
an end. 


It leaves open how to use, whom to benefit, with the ever-rising 
standard of living it creates. And this is a problem that must and 
will someday be answered. Society and events will provide the 
answer. 


But that is not the problem I am addressing here. I am talking 
about the problem of maintaining our greatest asset—our surging 
energy and enormous capacity for achievement. If we should ever 
lose these and become reduced to a nation of passive fatalists, of 
spectators—as President Kennedy says we are in danger of be- 
coming —then we are indeed lost. 


So lets agree that the third bugle has to be based on continued self 
betterment. 


But is this bugle call strong enough to keep us moving at top 
speed? Particularly in these years of smug contemplation of what 
we have and what we have done? 


True, we’ve lost a little of the thrill of the chase for material 
goods. As you keep adding to an already abundant base, each new 
acquisition has less intrinsic value. 


But all that means is that we are going to have to get us a better 
bugler. He has to blow more loudly, more sweetly, and play an 
ever better tune. Since the cave, man’s sights have been con- 
stantly raised by ever higher standards of living. What makes us 
think we have reached the apogee? Have we suddenly come to the 
end of the world? Has American suddenly stopped wanting? 


Where will we find us this bugler? He’s going to have to do more 
than blast. He is going to have to charm. 


The answer lies in something that came into being back in 1704 in 
the Boston News-Letter. It reads as follows: 


‘*At Oysterbay on Long Island there is avery good Fulling 
Mill to be Let or Sold, as also a Planatation . . . Enquire 
of William Bradford, Printer and know further.’’ 


This was advertising. For the first two hundred years of its 
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7 existence, it did little more than inform. Shortly after the turn of 
to the century, it started to flex its muscles and see whether it could 
persuade. 


: It could. It got pretty good at it. By the middle nineteen-twenties, 
“i there were a few practitioners who were able to create a strong 
' desire among the public for certain products. This, in turn, en- 
abled the manufacturers of those products to build substantial 


ng 

nd f— businesses. This emboldened them to get capital to expand their 

ne enterprises, thus creating new jobs, and so help to enrich the 
nation. 

ig A sort of ‘‘benign’’ circle, if you will. 

6 ' As the years advanced, advertising improved on its peculiar func- 

7 tion. It became more skillful, louder, and finally inescapable. It 

' became a national joke, like the tin Lizzie. And it also became a 

| bit of a national irritant, like the movies. 

f Its growing emphasis on persuasion led to vast and imaginative 


excursions into new and different ways and means. Some were 
engaging, some were arresting, some were boring, some caused 
the teeth to grate, some the blood to boil. This was a new force 
and one often abused. 


Sometimes, you could hardly blame people for wanting to murder 
the bugler. 


— 


Some complained about advertising as an inefficient and wasteful 
tool of industry, whose results were hard to measure. 


—— 


Others said that, on the contrary, it was such a powerful force that 
it was molding the public mind, a pied piper that was leading 
Americans down the garden path. 


As television enabled it to march right into every man’s living 
room and set up its pitch, it became the center of another contro- 
versy. 


It’s employer, in the form of certain advertisers, demanded that 
it turn on more power. 


And when it responded, the public complained that it violated the 
rules of good taste; that it was a rude instrument of high pressure. 


Advertising, it seemed, just couldn’t do anything right. It was at 
One and the same time considered weak and powerful, brutal and 
soft. It all depended on the part of the elephant your hand touched. 


Well, that’s where advertising stands today. To satisfy the general 


106 SOCIAL RESPONSIBILITIES OF — 


public, it is trying to make itself lovable by toning down its ex- 
cesses. To satisfy its bosses, it is trying to become more per- 
suasive. The compromise, when finally reached, will result in | 
less objectionable and probably more effective advertising, in the | 
long run. 


One thing is sure. The American people can no longer take it or 

leave it alone. It is now woven intothe fabric of our lives. It is an | 
important part of modern Americana. It is the one skill in which | 
Americans are freely admitted to lead the rest of the world, | 


And it just may be the most typical fact of American life today. It 


reflects our society more accurately than anything else does. It | 


advertises products, sure, but it advertises American life best of | 
all. It is American life. 


Aesthetes and apologists can rail at its vulgarity, its brashness, 
its aggressiveness, its insistence, its lack of cultural values, its 


crass commercialism, its loudness and its single-mindedness, | 


Let ’em rail. 


These are the very qualities that our expatriates have deplored 


since Henry James. They are also the very qualities that have | 
built this nation. They are qualities of virility. Virility isa | 
sweating, primitive, driving force. It is just too damn bad that it | 


is indelicate, aesthetically unpleasing, and successful. 


The trouble with this country, if there is any trouble, is the pos- | 
sible loss of these characteristics. Taste, delicacy, and consider- | 


ation will never win for us the battle for the mind of man. Did the 
Soviet make progress against us because we were lacking in taste? 
Are we going to win in Africa because of our lovely manners? 


It is the fighter, the doer, the tryer, who wins—not only what he is 
after, but the frank admiration and understanding of those nations 
who are trying to claw their way up form the pit of obscurity by 
whatever means they can. The language of advertising is one they 
can grasp. 


This is not to say that advertising should glory in vulgarity. But 
let’s face up to the fact that frank and honest materialism is not a 
weakness; it is a symptom of strength. So if advertising reflects 
us as vulgarly virile, let’s not blame advertising. Let’s change it, 
but not blame it. Because the mirror does not lie. And let’s 
accept it as a lusty fact of life, not necessarily admirable, but 
nothing to wring your hands about, either. 


I’m sorry that the foregoing sounds as though I am an apostle of 


we 
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extreme hardsell school of advertising, the public-be-damned-we- 
have goods-to-sell body of opinion. I am, of course, not. As Co- 
chairman of the Joint Committee for the Improvement of Advertis- 
ing Content, I just very well better not be. But I just want to point 
out that our transgressions are not, in my opinion, as bad for 
America as some think they are. But theyare bad for us in adver- 
tising, and we are all working hard to reduce them. 


What I am saying is that I think what we need more than good 
taste, mannered restraint and higher cultural values—is to main- 
tain the American stance as one of a red-blooded, full-hearted, 
high headed, two fisted scrapper. 


Other societies have wasted away from a gradual withering of this 
elemental drive. 


None has ever prepared itself against such a contingency. None 
has ever had a tool at hand with which to arrest or reverse such a 
tend. 


We do. Through a fortunate and unplanned circumstance, we have 
this strange and controversial force, advertising. 


As an affluent society, have we any alternative but to use advertis- 
ing to help us maintain our strength? 


I say we don’t, because as an affluent society, we have no alterna- 
tive but to become more affluent. Particularly if we do so not to 
wallow in our own riches, but to help set an example, lend a hand, 
create opportunities, pave the way, for the rest of the world to 
follow in our steps and benefit by our lead. And this is clearly 
the American way today. 


If you agree with this, then you must also agree that we are going 
to have to depend more and more upon the incentive only advertis- 
ing can provide to make this continued progress possible. 


Advertising, I submit, with all its brashness, its intrusiveness, its 
ubiquity, its middle-classness, if you will, is destined to become 
more and more the driving force upon which the forward motion of 
the American system must inevitably depend. 


Advertising, then, is inevitably and inescapably the third bugle 
call. Since that is so, the need to elevate the standards of adver- 
tising assumes greater and greater importance. 


This is no longer a businessman’s plaything—an inexpensive way 
to increase sales. 
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This is the face of the American system. It must look and sound 
and be honest—fair-—believable—likeable. It must be free of any 
hint of chicanery or sharp dealing, of desire for gain at the ex- 
pense of others. 


It must not be slick or sexy or smart-alecky or—and this happens, 
too—just plain downright silly. 


It must reflect a way of doing business, a way of life, a kind of 
people, that would win friends for us in other lands and far-off 
places. 


Those are hard criteria to meet—and still sell goods. 
But it will be more than worth our while to meet them. 


Maybe the day will come when people won’t want to murder the 
bugler! 


XUM 


12. THE ETHICS OF 
RETAIL PRICING 


Daniel J. Murphy* 


Advertisers have a social responsibility to the American 
consumer. In addition, it is the firm that practices good 
business "ethics" that will show a profit in the long run. 
Madison Avenue has done much to regulate itself on a vol- 
untary basis, but a great deal of work still remains to be 
done, especially in the area of "fictitious, comparative 
price claims." Advertisers must orient themselves to the 
effect of these claims upon consumers, if misleading price 
claims are to be eliminated. 


AY I take this opportunity ! to express my appreciation for 

your gracious invitation to appear on this Program. The 
lofty and inspired nine major purposes of your organization—be- 
ginning with ‘‘To foster scientific study and research in the field 
of marketing’’ and ending with—‘‘To encourage and uphold sound, 
honest practice and to keep marketing work on a high ethical 
plane’’—are certainly worthy of high commendation. May you 
have the greatest measure of success in their practical and ef- 
fective realization. 

My assigned subject is, ‘‘The Ethics of Retail Price Adver- 
tising.’’ The term ‘‘ethics’’? itself is a term meaning many 
things to many people. Without getting into a broad philosophical 
discussion on the definition of terms, I assume we are concerned 
here with the retail advertising pricing practices from the stand- 
point of rightness and wrongness. 

It is sometimes said that business cares nothing about right 
and wrong; that all it is interested in is making a profit; that 
whatever is good business is good ethics. Therefore, why talk 
about the ethics of business? The majority of businessmen, like 


*Daniel J. Murphy, Director, Bureau of Deceptive Practices, Federal Trade 
Commission, Washington, D. C. 


1. Remarks are personal and not official. 
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the majority of other people, have ethical standards. Much of the 
unethical in business is due not because the businessman means 
to do the wrong thing, but, because he believes it is ‘‘all right’’ 
for him. This simple truth is forgotten—What is right or wrong 
for one person is right or wrong for every one else under the 
Same circumstances. 

Many times, also, the unethical act is due to thoughtlessness. 
Wrong acts are committed in good faith because the actor has 
never given serious thought to the matter one way or the other, 
He has merely conformed to the customs of the trade. A wrong is 
done on the supposition that it is right. If business ethics cannot 
make one completely objective, it can at least demonstrate what 
objectivity means. 


II. 


Before entering upon this discussion, may I engage in a little 
historical development in regard to advertising in general. 

The principle ‘‘caveat emptor’’ (let the buyer beware) for 
many years was controlling in the market place. The principle 
had its origin in late English law and is found in a few English 
decisions prior to the Revolutionary War. A significant and 
primary decision involved a dispute between buyer and seller over 
a horse trade. Probably horse trading is still going on in the 
advertising field. 

The principle—caveat emptor—became more popular in Amer- 
ica. Its ruggedness appeared more adaptable to the then frontier 
economy. Advertising in the papers of the period indicate a lack 
of advertising ethics and a predominance of all-embracing claims 
for the product offered. The zenith of caveat emptor was reached 
in 1900 in American Washboard Co. v. Saginaw Mfg. Co., 103 Fed. 
281. The court stated, ‘‘If all persons are compelled to deal 
solely in goods which are exactly what they are represented to be, 
the remedy must come from the legislature, and not from the 
courts.’’ 

At this time—1900—the industrial revolution was causing great 
changes in the market place. Advertising was growing,’ public 
indignation was rising over its lack of ethics. This lack of ethics 
is clearly demonstrated in the full page advertisement which ap- 
peared in newspapers the day Grover Cleveland took office as 


2. In 1900 approximately $90 million was spent in advertising compared to 
approximately $12 billion in 1960. 
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President of the United States. There is no doubt that the adver- 
tisement was entirely without the President’s consent, yet, it had 
the appearance of a handwritten executive proclamation. It uses 
the President’s name, but it carefully avoids a Cleveland sig- 
nature. Cleveland was known to enjoy a drink occasionally. He is 
represented in this advertisement as endorsing Duffy’s Pure 
Malt Whiskey and endorsing it as a cure for practically every- 
thing. 

The campaign against false and unethical advertising really 
began in the beginning of the 20th century. In 1911 Printer’s Ink 
published its model state statute and launched the movement to 
have it enacted in every state legislature. Advertising groups 
across the nation joined in the campaign. 

As part of the campaign to obtain ethical guides and to secure 
ethical advertising, the Associated Advertising Clubs, at their 
convention in 1911, adopted the slogan ‘‘Truth in Advertising.’’ 
The Better Business Bureau joined in the fray and in convention 
assembled adopted their ‘‘Declaration of Principles’’ which today 
guides and controls the policies of all their bureaus. 

As a result of this campaign, 44 states have adopted false ad- 
vertising statutes. Twenty-seven states adopted the Printer’s Ink 
statute without substantial change. This Act makes false adver- 
tising a criminal offense. Seventeen additional states enacted 
modified versions which require additional proof that the seller 
had knowledge that his statements were false. The addition of 
the words ‘‘knowingly’’ seriously weakened the model statute. 

Inroads were being made into the doctrine of caveat emptor by 
state and federal legislation. The states have acted in many 
areas to obtain ethical advertising—they have acted to regulate 
pricing practices—19 states have adopted statutes prohibiting 
bait advertising. These two areas are of particular concern to the 
Federal Trade Commission as expressed in its published ‘‘Guides 
Against Deceptive Pricing’’ and ‘‘Guides Against Bait Advertis- 
ing.’”? Thus, the legal growth of state regulation has been sub- 
stantial. While the buyer must still beware, the seller must also 
now beware. 


Ill, 


While the first states were enacting ethical advertising stat- 
utes, the movement for federal legislation to cover advertising in 
interstate commerce was gaining. This movement resulted in 
the Federal Trade Commission Act in 1914. This new statute 
made no mention of advertising or deception and proscribed only 
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unfair methods of competition. This power was not specifically 
defined—nay, it challenged an adequate and all-inclusive defini- 
tion. It was meant to be of a flexible and comprehensive char- 
acter. It was also meant to be a living and vital organism, cap- 
able of growth and expansion, and of being applied to new and as 
yet unknown practices which may arise from time to time in the 
conduct and development of business. The primary thrust was the 
protection of businessmen, one from the other—the protection of 
the consumer was only incidental. The jurisdiction of the Com- 
mission was based upon injury to competition, actual or potential, 
and mere injury to or deception of the public did not constitute an 
offense under the statute. 

This was evidenced by the famous 1931 Supreme Court deci- 
sion® in the Raladam case. The Court held that the Commission 
lacked jurisdiction to proceed against false advertising where no 
substantial competition, present or potential, was shown to have 
been injured or clearly threatened with substantial injury by the 
advertising sought to be prohibited. 

This obvious imperfection was remedied, in 1938, by the 
Wheeler-Lea amendment which declared ‘‘unfair or deceptive 
acts and practices in commerce’’ to be in the same unlawful 
category as ‘‘unfair methods of competition.’’ Since then the 
Commission has been able to proceed openly and directly to pro- 
tect the consumer in the market place while at the same time it 
continued to eradicate competitive methods which unfairly divert 
trade from the honest to the unscrupulous members of the busi- 
ness communities. 

Nevertheless, from the very outset, the Commission found 
deceptive advertising to be an unfair method of competition where 
competitors were injured. The first two cases decided by the 
Federal Trade Commission involved false advertising. * 

Today we have 55 volumes of Commission and court deci- 
sions—approximately more than 70 per cent of such decisions in- 
volve false advertising or other unfair and deceptive practices, 
including fictitious pricing. 

The first Commission case to reach the courts involved false 
advertising of prices.” 


3. F.T.C. v. Raladam Company, 283 U. S. 643. 
4. Civcie Co;; 1 Abbott, 1 F.T.C. 16. 
Purchasers were misled to believe goods were made entirely of silk. 
5. Sears, Roebuck & Company v. F.T.C., 258 Fed. 307 (1919). 
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Probably the primary evil in the field of false advertising, 
from a volume standpoint, involves so-called fictitious pricing. 
Deception in advertising must be material in order to be con- 
sidered misleading. Price is one of the most material elements 
considered by a prospective purchaser. Therefore, false informa- 
tion as to price is generally misleading. Fictitious pricing may be 
defined generally as a representation that a selling price of a 
product is a bona fide reduction from a former price, when, in 
fact, the product rarely, if ever, has been sold at the former 
price in the trade area where the product was offered. The use of 
fictitious, comparative price claims has grown to such an extent 
that it is today’s most serious threat to public confidence in 
advertising, nationally and locally. 

In October 1958, the Commission initiated a new approach in 
issuing guides against this practice which is common to many 
industries. Trade practice rules and prior guides issued were 
peculiar to specific industries. There are 162 irade practice 
rules for particular industries. Forty-four of these rules have 
provisions relating to deceptive price representations. The guides 
against fictitious pricing cut across all industry boundaries. The 
provisions of these guides were based upon holdings in courts and 
Commission decisions throughout the almost one-half century of 
the Commission’s existence. 

The purpose of these guides was the elimination of price 
comparisons by which the consumer is misled into believing the 
advertiser has reduced his price or that the consumer is able to 
buy from a particular advertiser a product for less than what he 
would pay elsewhere when such statements are contrary to fact. 

It was not the purpose in issuing these guides to instruct in 
lessons of brinkmanship. Neither are these guides rules of law. 
They are as their name signifies—guides. They are, if you will, 
codes of ethics for the advertiser or price representations. These 
guides have been widely distributed both by the Commission and by 
private interested groups. ° I am sure you are familiar with their 
various provisions. There is no necessity, therefore, to review 
them here. 


6. 110,000 copies by Commission and an estimated additional 500,000 by 
private sources. 
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The guides do list certain phrases held to represent a prod- 
uct’s usual and customary retail price. Included among such 
phrases are ‘‘Manufacturer’s list price,’’ ‘‘Maker’s list price,’’ 
‘‘Manufacturer’s suggested retail price.’’ In view of the current 
and widespread publicity, principally in trade papers, of these 
phrases, I would like to discuss them with you. Let me again em- 
phasize that I am speaking for myself and not officially for the 
Federal Trade Commission. I do not find any material distinction 
between these various phrases and in the manner in which they 
are used. Clearly, there is no distinction between a ‘‘list price’’ 
and a ‘‘suggested list price.’’ 

Let me state here and now that within the orbit in which we are 
considering the problem, there is nothing illegal per se in the 
mere issuance of a list price or a manufacturer’s list price. It 
only becomes illegal by the use made of such phrases by either 
the manufacturer or the distributor in advertising directed to the 
consumer. The test is not the intent of the advertiser—but the 
understanding of the consumer. The question to be asked and 
answered is, Does the advertising have the capacity to deceive?’ 

It is not even necessary to show that any consumer has, in 
fact, been deceived by the dealer’s use of the suggested list price. 
The Commission has a right to look at the retailer’s advertise- 
ments which employ the list prices in juxtaposition with lower 
offering prices and in the light of any other relevant evidence and 
by exercising statutory expertise decide whether the practice of 
supplying such prices has the capacity and tendency to deceive. 

The Commission has considered the use of ‘‘list prices’’ by 
manufacturers in advertising directed to consumers, and it has 
inhibited their use unless they are ‘‘bona fide, regularly estab- 
lished selling prices of the products’’—advertised and offered for 
sale as established by the usual and customary sales in the nor- 
mal course of trade.® 

There is a current case in litigation—the evidence on both 
sides has been completed—involving the single issue of the manu- 
facturer’s use of ‘‘list prices.’’ I do not intend to specifically 
discuss the facts in this case,® but it has received and is receiving 


7. Zenith Radio Corp. v. F.T.C., 143 F.2d 29, 31 (C.C.A. 7). 

8. The Firestone Tire & Rubber Co., et.al., Docket 3983; The Goodyear Tire 
& Rubber Co., et.al., Docket 3984; The B. F. Goodrich Co., Docket 3985; 33 F.T.C. 
282, et. seq. Montgomery Ward & Co., Inc., Docket 8200. 

9. The Regina Corporation, et.al., Docket 8323. 
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wide publicity, especially in the appliance industry. This case 
has been called a test case. I do not so consider it a test case. 

The Commission, many times, has issued complaints and 
orders to cease and desist involving preticketed prices by the 
manufacturer. I do not consider there is any difference in prin- 
ciple between a list price and a preticketed price. In the former, 
the list price is usually in the advertising, and in the latter the 
price is on the product or on the package. The kind and quality of 
evidence necessary in both cases are the same. 

There is a recent court decision decided in April 1961 by the 
Seventh Circuit Court involving a manufacturer of watches and 
preticketing at fictitious prices.*° May I quote from that decision. 


‘*., . Preticketing at fictitious and excessive prices must 
be deemed to have the tendency of deceiving the public as 
to the savings afforded by the purchase of a product thus 
tagged as well as to the value of the product acquired. 
Petitioners’ practice places a means of misleading the 
public into the hands of those who ultimately deal with the 
consumer. Notwithstanding the prevalence of these prac- 
tices and the familiarity therewith among members of 
the trade, these activities are proscribed to protect the 
interest of the public. Federal Trade Commission v. 
Winsted Hosiery Co., 258 U. S. 483, 494 (1922). 


‘“‘Misrepresentation as to the retail value of merchandise 
by means of an attached, fictitious price and deception as 
to savings afforded by the purchase of the product at a 
substantially lower price than that indicated thereon 
constitute unfair methods of competition. Niresk In- 
dustries, Inc. v. Federal Trade Commission, 263 F. 2d 
396, 397 (2d Cir. 1959).’’ 


VI. 


Advertisers should have proof of their price claims. Esti- 
mates, guess work, or opinions are not sufficient. The advertiser 
has the responsibility for the accuracy and proof of comparative 
prices when he chooses to so advertise. 

Any claims which state or imply price reductions from estab- 
lished retail prices should be based on one of two things: (1) The 


10. The Clinton Watch Company v. F.T.C., F.T.C. Docket No. 7434 (C.C.A. 7, 
June 19, 1961). 
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advertiser’s own usual and customary price for the specific 
article in the recent, regular course of business, or (2) the usual 
and customary retail price of a specific article in the trade area. 

These comparative claims must relate to the specific article; 
they must not be based on similar or comparable merchandise, 
Further, such claims cannot be based on artificial mark-ups or on 
isolated or infrequent sales of the article. 

It is a well-established principle that a deliberate effort to 
deceive is not necessary to make out a case against unfair meth- 
ods of competition or deceptive practices within the prohibitions 
of the Federal Trade Commission Act. In one matter a retailer 
who was charged with falsely advertising fabrics as woolens de- 
fended on the ground that he did not know the advertising claims 
were false. The Commission held the retailer to be responsible 
for the claims made in the advertisements published by him, and 
the Commission’s findings were affirmed by a court of appeals." 

Consequently, a dealer who elects to use comparative prices is 
presumed to know the ordinary business facts of life concerning 
what happens to his products and he cannot avoid responsibility if 
the prices are fictitious by claiming lack of knowledge; he cannot 
shift all the blame to the manufacturer who gave him the prices.” 

The Commission’s jurisdiction is limited in this area to prac- 
tices in interstate commerce. Therefore, as most retailers are 
engaged in businesses local in nature, there have not been many 
proceedings against retailers on this point except, of course, in 
the District of Columbia where the Commission has complete 
jurisdiction. 

The Commission may issue a complaint and order to cease and 
desist against a retailer who is engaged in commerce and who 
uses a list price figure in an advertisement published in the re- 
tailer’s'* community, wherein the representation is challenged be- 
cause it does not represent the usual and customary price of the 
merchandise in that retailer’s community. 


Vi. 


Two of the most common arguments presently being made in 
justification of the use of ‘‘list prices’’ are (1) the ‘‘list’’ prices 


11. Gimbel Brothers v. F.T.C., 3S.M.D. 314, 116 F.2d 578. 
12. The Orloff Company, et.al., Docket 6184,,52 F.T.C. 709. 
13. Forbes & Wallace, Inc., et.al., Docket 7474. 


ron 
| 
| 
| 
|| 
a 


THE ETHICS OF RETAIL PRICING 117 


are necessary to properly identify the product, and (2) reference 
to the Automobile Information Disclosure Act. 

in regard to the first argument: Manufacturers are urged to 
adopt and consumers are urged to follow other readily available 
means of identifying merchandise, such as trade names, model 
numbers, and product descriptions. It is difficult to see how a 
deceptive price can identify a product in a nondeceptive manner or 
why it should ever be relied upon to do so. 

In regard to the second argument: This argument was advanced 
by respondents in the Baltimore Luggage Company case now pend- 
ing on appeal in the United States Court of Appeals for the Fourth 
Circuit. The brief for the Commission filed in this matter answ- 
ers this argument as follows: 


‘‘There is no substance to petitioners’ argument that the 
recent Automobile Information Disclosure Act, 72 Stat. 
325 (1953), 15 U.S.C. Secs. 1231-1233, evidences an 
intent by Congress to permit Baltimore to engage in pre- 
ticketing which the Commission has found to be mislead- 
ing and deceptive. The statute on the contrary was passed 
to protect purchasers and dealers of automobiles against 
deceptive pricing practices which had become current 
among the automobile dealers. Sen. Rep. No. 1555, 85th 
Cong., 2d Sess. 2-3 (1958). The law is confined to the 
automobile industry only and deals only with the special 
problems in that industry. No abridgment of the Com- 
mission’s broad powers to prevent deception generally 
is indicated or was intended. Cys. L. Heller & Son, Inc. v. 
Federal Trade Commission, 191 F. 2d 954, 957 (7th Cir. 
1951). 


VI, 


Another area of difficulty is the use of representations of sell- 
ing at ‘‘wholesale prices’’ and the representation of trade status of 
‘“‘wholesaler’’ contrary to fact. 

We have found that many of the firms engaged in these prac- 
tices are actually retailers selling to consumers and they do little 
Or no wholesale selling to retailers. Many of those so engaged 
are not subject to our jurisdiction. There are four states—Michi- 
gan, Minnesota, Oklahoma and Tennessee—that have specific 
statutes prohibiting the use of words such as ‘‘wholesaler,’’ 
‘manufacturer’? or similar designations unless the seller is en- 
gaged in the represented trade. 
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The Commission has many times proceeded against this type of 
misrepresentation, the theory being that the purchasing public re- 
gards a wholesaler as one selling to retailers at a price lower 
than the price at which the retailer sells. The courts have agreed 
with the Commission’s position. 14 The consumers infer from the 
representation of ‘‘wholesale’’ that they are buying at the prices at 
which retailers purchase, thereby saving an amount equal to the 
retailer’s profit. When such is not the fact, the consumer- 
purchaser is deceived. 

There is a second possible violation of laws administered by 
the Commission in this type of representation. If firms so en- 
gaged are actually retailers who represent themselves to manu- 
facturers to be wholesalers and thereby induce a functional dis- 
count, they may be in violation of Section 2 (f) of the 
Robinson-Patman Amendment to the Clayton Act. By so mis- 
representing their trade status, they may be inducing a discrim- 
inatory price to which they are not entitled. 


IX, 


When the advertiser uses such words as ‘‘former,”’ ‘‘regular,”’ 
‘‘usual,’’ etc., in advertising directed to consumers, the Commis- 
sion has held that they are representations, when used witha 
price figure, of the advertiser’s usual and customary price in the 
recent, regular course of business. 

The ‘‘recent, regular course of business’’ has been defined as 
the period constituting the current selling season on seasonal 
goods, e.g., apparel, sporting goods, etc., and not more than 12 
months for non-seasonal merchandise such as furniture, jewelry, 
appliances, etc. 

It has been held that the use of the expression ‘‘Reg.’’ in con- 
nection with an advertisement for the sale of rugs, where such 
rugs had not been previously sold by the advertiser at the price 
described as ‘‘Reg.’’ was a violation of Section 5 of the Federal 
Trade Commission Act.® 

If any claim is based on a past price of the advertiser prior to 
the recent, regular course of business, that fact should be clearly 
and adequately disclosed. 


14. L. &C. Mayer Company, Inc. v. F.T.C., 2S &D. 460, 463, 97 F.2d 365. 

15. In the Matter of Bankers Securities Corporation, D-7039 (1960); cf. also 
The Fair v. F.T.C., 272 F.2d 609 (4th Cir., 1959); Mandel Bros. v. F.'7.C., 254 
F.2d 118 (7th Cir., 1958). 
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The Commission, in December 1959, issued its Guides Against 
Bait Advertising. The Guides define bait advertising as ‘‘an al- 
luring but insincere offer to sell a product or service which the 
advertiser in truth does not intend or want to sell. Its purpose is 
to switch consumers from buying the advertised merchandise, in 
order to sell something else, usually at a higher price or ona 
basis more advantageous to the advertiser. The primary aim of a 
bait advertisement is to obtain leads as to persons interested in 
buying merchandise of the type so advertised.’’ 

Sometimes this so-called ‘‘bait and switch’’ operation is dif- 
ficult to recognize. The whole sales pattern must be examined to 
determine whether the offer is a bona fide offer to sell the adver- 
tised merchandise. 

We must distinguish between the salesman’s technique of 
“trading up’’ and ‘‘bait and switch.’’ ‘*Trading up’’ occurs when 
the consumer responds to an advertised product and the salesman 
will advise or suggest a more expensive product. However, ina 
‘trading up’’ situation the consumer can buy the advertised prod- 
uct if he so desires and the merchant has a quantity of the adver- 
tised product in sufficient supply to meet reasonably anticipated 
demands. This is generally not true in ‘‘bait and switch’’ adver- 
tising. 

Generally in a bait operation, the advertised product is offered 
at an extremely low price. This is also true in loss leader situa- 
tions—the leader is readily sold and its purpose is the hope that 
the customer will buy other products. Incidentally, the Supreme 
Court of the United States in dicta had this to say about loss 
leaders: 


‘‘The selling of selected goods at a loss in order to lure 
customers into a store is deemed not only a destructive 
means of competition, but it also plays on the gullibility 
of customers by leading them to expect what generally 
was not true, namely that a store which offered such an 
amazing bargain was full of other such bargains.’’*® 


XI, 


May I conclude. As I indicated my opinion in the beginning of 
these remarks—the average businessman has ethical standards. 


16. Safeway Stores v. Oklahoma Grocers, 360 U.S. 334, 340. 
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He does not desire to measure and determine right from wrong by 
economic consequences. While he realizes business must have 
economic efficiency—economic efficiency cannot be the criterion 
of ethical behavior; because something makes money, it is not 
necessarily good. 

I think most businessmen agree that sound ethics is good busi- 
ness in the long run; this, of course, would include sound, honest, 
informative retail price advertising. 

The unethical business operator might make money for a 
time—but business cannot mistreat the public for long and still 
survive. Once stung, the public has a long memory. In the long 
run, sound ethics not only is good business relations, it is con- 
ducive to making money. The real strength of the private enter- 
prise system is that it rewards business over the long term when 
business is operated not only efficiently but in the best interests of 
the public. 
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13. THE ROLE OF THE TEACHER 
IN ADVANCING SCIENCE 
IN MARKETING 


Albert W. Frey* 


This speech emphasizes the need for raising the level of 
marketing education and marketing practice through the 
use of fundamental research aimed at developing new 
knowledge. It stresses that teachers should take the lead in 
this activity and in raising standards of marketing knowl- 
edge. 


HEN I chose the subject of this talk, I was completely in the 

dark about the subjects to be covered by other speakers. I 
can now see how presumptuous it must seem for me to discuss 
the role of the teacher in advancing science in marketing, when 
practically this entire program directly or indirectly reveals that 
role. In my comments, therefore, I shall try to avoid duplication 
of what is being said by other participants—said in considerable 
detail and probably in more enlightening fashion. 

First, I think it appropriate to tie in with the theme of this 
excellent Conference, ‘‘The Social Responsibilities of Marketing.’’ 
Then I shall emphasize the great need for accelerating our 
progress in advancing science in marketing. Finally, I shall indi- 
cate what I consider to be the desirable relationship between 
teachers and practitioners if science in marketing is to advance at 
a satisfactory pace. 

I suppose that a principal reason why we discuss such topics as 
‘“‘The Social Responsibilities of Marketing’’ is that so many in- 
dividuals and so many groups seem to feel that we marketing 
people are unaware that marketing has or should have social 
responsibilities. Or at any rate that we do not always display 
such awareness. 

The nature of the criticism directed at us—teachers and prac- 


*Albert W. Frey, Professor of Marketing, University of Pittsburgh; President, 
American Marketing Association. 
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tioners alike—ranges widely within the over-all attitude that our 
contribution to the nation’s economic and social life is quantita- 
tively and qualitatively not all that it should be or could be. I’m 
sure it’s unnecessary to spell out here the specifics of this 
criticism. On the defensive, we marketers attempt to define the 
various groups that disapprove what we are doing and to examine 
the reasons for their disapproval. We continually ponder ways to 
make these critics understand what we are about and why they 
should find it acceptable. Too frequently, I fear, we disregard 
patently undesirable features of, and sore spots in, marketing 
activity which should be changed or eliminated, and act as if we 
could talk marketing into greater acceptability. 

Assuming that you share this viewpoint with me, I'll not 
develop it further. But I do want to mention two sources of criti- 
cism which, in my opinion, receive too little attention in our en- 
deavors to win friends for marketing—two groups whose attitude 
toward marketing practitioners and marketing teachers is usually 
no more favorable than neutral, and often less than neutral. 
While they are not positively and actively against us, they are 
certainly not for us. 

I refer to non-marketing business executives and to non- 
marketing business school teachers. My contacts with many in- 
dividuals in both of these groups over the years is the basis for 
my view that they think we are not completely respectable in eith- 
er educational or business circles. They do not consider market- 
ing activity productive. How many non-marketing business ex- 
ecutives and non-marketing business school teachers do you find 
admitting that the marketing function is as important and as 
worthwhile, as intellectually demanding, as the one that they are 
primarily concerned with? 

What are the reasons for these unfavorable attitudes? To 
some extent these people undoubtedly share the view of others that 
marketing activity raises the standard of living at the expense of a 
high standard of life. Likewise they abhor the vulgar, the silly, 
and the boring in certain aspects of marketing activity. And of 
course the antipathy toward us may have such defensive roots as 
their own fear of participating in an activity involving as large an 
element of risk as marketing. But I wonder if their chief basis 
for looking down upon us is not their belief that the decisions we 
make are relatively trivial and frivolous and that these decisions 
are usually made off the top of the head. In a word, that market- 
ing success is possible with little or no strain on our intellectual 
capacities. 

In some degree we can win these people to our side by 
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acquainting them with the complex nature of marketing problems 
and with the ways, other than intuitive, that marketing decisions 
are arrived at. I have found, in working with non-marketing ex- 
ecutives in executive development programs, that an exposition of 
the problems and of the efforts often employed in arriving at de- 
cisions has produced a surprising change in attitudes—has induced 
a belief that there is some substance to the marketing function 
after all. There has unquestionably been a lack of adequate com- 
munication between marketing and the other functional business 
areas. 

But we cannot completely win the support of these people 
simply by telling them that what we do is important and that we 
really work at it. Frankly, some of the criticism directed at us 
is undoubtedly merited. Until relatively recently too little in- 
tellectual effort has been exerted in marketing decision-making 
and in teaching marketing. Even today there is considerable room 
for improvement. To put it briefly and bluntly our level of per- 
formance in marketing practice and marketing education has not 
been all that it should have been. Our standards of knowledge have 
been too low. We have failed to develop a satisfactorily compre- 
hensive theory of marketing to support improvements in practice. 
We have not built a solid body of transmittable marketing knowl- 
edge. 

Currently we teachers seem to be making aneffort to overcome 
our shortcomings. We have dropped our almost sole emphasis on 
economics as a source of help and are reaching into sociology, 
anthropology, psychology and mathematics. But with what results— 
are we too complacent simply with our recognition of these poten- 
tial sources of help? We take pride in being more analytical. We 
shout the importance of attention to decision-making—of defining 
the real issues, of setting up alternative solutions, of selecting 
the best alternative, and so on. Again, with what results? Are we 
really moving forward as rapidly as we should? 

Is it possible that we are making better use of our old market- 
ing concepts and our limited marketing content but devoting too 
little effort to developing new concepts and new content? In our 
preoccupation with the dissemination of current knowledge have 
we not neglected our full responsibility for developing new knowl- 
edge? Have we been too concerned with immediate, practical 
answers to give sufficient attention to our long-term need for 
more basic marketing content that can be fed into the increasingly 
difficult decisions we shall be called on to make in the future. 
Have too many of us been engineers and too few of us scientists? 
Appliers rather than originators? Copiers rather than innovators? 
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If we have done less than we should, our principal weakness 
has been failure to use fundamental research. Most research 
today—and there is much excellent research—along with much that 
is poor—is what can be termed operating (not operations). This 
operating research is conducted by and for individual companies to 
meet their immediate practical needs. Of necessity it concen- 
trates largely on discovering that ‘‘what’’ and for the most part 
ignores the ‘‘why.’’ Fundamental research seeks to get behind the 
‘‘what’? and, in addition, to discover the ‘‘why.’’ It seeks to 
develop entirely new marketing content, useful across the board 
for most, if not all, marketers. Its findings do not and will not 
provide automatic decisions for specific business situations but 
can be fed into and can facilitate the decision-making process 
according to the skills of marketing strategists. 

I have had executives question this appeal for fundamental re- 
search by saying that they already have more information than 
they can use. They and I are obviously not talking about the same 
kind of information. 

Examples of the need for fundamental research are not diffi- 
cult to cite. Each one of us certainly craves greater ability to 
properly proportion the various components of the marketing 
mix. Perhaps our greatest lack—calling for considerable funda- 
mental research—is in the area of buyer behavior. No one can 
claim that we have a satisfactory theory of buyer behavior at 
present. How many marketing problems would decrease in diffi- 
culty if we could make some real gains in this area! We know too 
little about organization for marketing. We have been remiss in 
ascertaining the implications of current organization theory for 
marketing, still clinging to the old ‘‘authority and responsibility,’’ 
‘‘span of control,’’ and similar concepts as our guides. 

Evidence of the need for more fundamental research is partial- 
ly offered by the presumably imminent establishment of an In- 
stitute for Science in Marketing. For a number of years Thomas 
McCabe, the head of Scott Paper Company and a thoroughly practi- 
cal and highly successful executive, has emphasized the need for 
some such sort of organization. My colleague, Jack Howard, and I 
completed a survey for Mr. McCabe this past year aimed at 
learning the extent to which other executives and educators shared 
his views. We talked with some 70 top management executives, 
heads of research organizations, and educators across the country 
and found them almost unanimously in favor of an Institute—en- 
thusiastically in favor. These men feel keenly the need fora 
greater reservoir of knowledge upon which they can draw in ar- 
riving at their marketing decisions. 
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Others have spoken out along the same line as Mr. McCabe. 
For example, one director of research of a very large advertising 
agency has stated, 


‘‘Advertising research is not a pure science. Indeed we 
understand so little about the basic physiology, psychol- 
ogy, and sociology of advertising that we have great dif- 
ficulty in approaching many of our problems in a swift, 
sure, scientific manner... The pressures have not 
permitted the kind of scholarly and thorough work that 
needs to be done... The trouble is that the progress in 
solving fundamental problems has been too limited... 
Until there is a broader and deeper understanding of the 
physiological, psychological and sociological processes 
induced by advertising which lead consumers to buy, ap- 
plied advertising research will be relatively inef- 
ficient... Although advertisers, agencies, and media 
alike are all engaged in stiff competition in which differ- 
ential advertising effectiveness can be of great impor- 
tance, we need to rise above the daily struggle to attack 
our common basic problems.’’ 


And on another occasion, this research director stated, 


‘‘Some day our greatest energies will be devoted to test- 
ing the actual accomplishment of our advertising. Re- 
search could not possibly make a greater contribution to 
the entire field of advertising than find ways of doing this 
soundly. But these days are far off. Again our trouble 
lies in our total inability to control the scores of vari- 
ables which simultaneously influence sales along with 
advertising. There is need now for the Advertising Re- 
search Foundation, for our great agencies, for our lead- 
ing universities to start pioneering work along these 
lines. Wholly new approaches must be formed... This 
is not a competitive issue. It is not even an issue for the 
advertising field alone. All business in our enterprise 
economy must be concerned with this point, for it will all 
greatly benefit from solutions.’’ 


These statements seem to me clearly to constitute pleas for 
fundamental research—in the field of buyer behavior. In selecting 
these quotes I hope I have accurately expressed the views of the 
agency executive, for they are those of Don Longman, the chairman 
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of this session, whose permission I did not obtain in ad- 
vance, 

Some individuals express annoyance at the emphasis on re- 
search in marketing circles. Their chief complaint seems to be 
that research in some way interferes with creativity. This isa 
short-sighted view, for good research itself calls for creativity. 
And good research means greater knowledge; and certainly knowl- 
edge and creativity are not incompatible. Quite the contrary! And 
it could well be that fruitful fundamental research would eliminate 
the need for much operating research, and possibly decrease the 
over-all total of research. Certainly it would result in more ef- 
ficient operational research. 

If we have failed in acquiring new marketing content as con- 
scientiously as we should have, I wonder if we teachers are not 
more responsible than practitioners are. Universities are histor- 
ically the source of new knowledge but in this instance they seem 
to have fallen down. Business schools particularly have probably 
been at fault. Here I think it is apt to paraphrase a comment made 
by Dr. Van Allen when he recently received the first American 
Rocket Society Research Award for his important contributions to 
scientific research related to space—‘‘it should be the role of 
business schools and other institutions concerned with basic ad- 
vances in marketing to put a fine cutting edge of professional 
competence on a marketing effort that is now massive but rela- 
tively blunt.’’ Parenthetically, may I say that while I doubt that 
marketing will ever be a profession I think we marketers should 
act as if this were possible and constantly strive to be more 
professional. 

Before expressing an opinion on what we can do in attempting 
to make basic improvements in marketing practice and education, 
may I interject that I am not unaware of gains we have made in 
the past and of the contributions toward a science of marketing by 
a number of teachers, some of whom are inthis audience. Our 
standard of living bears witness to a commendable marketing 
performance. The current changes in our curricula and in our 
teaching approaches—and indeed the very content of this Con- 
ference program bears witness to progress. My plea is simply 
for acceleration of this progress. 

What can we—businessmen and teachers—do to make greater 
and speedier gains? Each of us obviously cannot engage in funda- 
mental research. Some of us lack the time, some the necessary 
skills, some of us both the time and the skills. But each of us 
can help to create a climate conducive to fundamental research by 
recognizing and admitting the need for it and sy continuously 
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demanding better, reason-why-supported solutions to marketing 
problems. We can persistently voice our dissatisfaction with 
current standards of marketing knowledge. 

Businessmen can contribute data useful in developing new 
marketing content. They can provide information on how they cur- 
rently arrive at their decisions. Some of them can contribute their 
skills and some their dollars. They can perform a useful service 
by being frank, friendly and tough critics of the business schools. 

We teachers in some instances are in a position actually to 
engage in the needed fundamental research. But we can serve in 
other ways too. We can adopt the higher standards of the more 
intellectually demanding areas of our universities and colleges. 
We can be more discriminating in the selection of doctoral can- 
didates. We can turn the efforts of our most able doctoral candi- 
dates more in the direction of significant fundamental research 
than they now are. We can fulfill our responsibility to take these 
able students to the frontiers of marketing knowledge—to work 
with them, not in the traditional teacher-student relationship but 
as colleagues in that most exciting adventure—discovering new 
knowledge. We can be careful not to teach answers but to teach 
approaches, particularly at the graduate level. We can emphasize 
what we do not know rather than what we do know, thus creating 
the respect and hunger for fundamental knowledge which must 
characterize an environment in which this knowledge will be 
generated. In discussing alternative solutions and the selection of 
the best ones in our classroom case discussions, we must never 
let students forget the limitations on our decisions and that addi- 
tional and better alternatives and better means of appraisal are 
possible if we can develop more basic knowledge. 

Perhaps we teachers must change our attitudes in some re- 
spects. We must be more willing to work with practitioners than 
we sometimes are. We must have more respect for the goals and 
potential contributions of businessmen with respect to advancing 
science in marketing. There is as much professionalism and as 
great intellectual capacity among businessmen as exists among 
teachers. Both groups have respect for and a yearning for sound 
marketing theory. I sometimes think that businessmen are more 
impatient than we with the present level of basic marketing content 
and with our standards of knowledge. 

In our capacity as consultants, we must be careful, in trying to 
help in the solution of immediate practical problems, not to dilute 
our interest in and responsibility for advancing the science of 
marketing. In endeavoring to prove that we can be ‘‘practical,’’ 
we must not forget the ultimate importance of remaining ‘‘the- 
oretical’’ and, if you will ‘‘academic.”’ 
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Frankly, I feel that within the American Marketing Association 
there is too much tendency to think and act as if businessmen and 
teachers have quite different standards and interests. Our at- 
titudes toward each other too frequently leave something to be 
desired. There is too great a tendency to forget that we face a 
common foe in our inadequate marketing knowledge, in our low 
standards of knowledge, and in the public and private disapproval 
of marketing from certain quarters. We should be cooperating 
closely in trying to increase our knowledge, raise our standards, 
and eliminate any undeserved disapproval. Teachers should be 
expected to participate as fully in the three ‘‘non-educational’’ 
areas of our Association activity as in the educational area. 
Businessmen should probably participate more than they now do in 
the educational area. 

In concluding, may I reiterate that, while I seem to be critical 
of our attainments to date, Iam not unaware of gains made in the 
past and gains being made currently and of the splendid contribu- 
tions of a number of teachers. I hope Iam simply expressing the 
impatience of all of us with current progress, good as it may be, 
and the desire of all of us to do still better. We have a difficult 
and highly challenging job ahead but I think we can find great 
satisfaction in tackling it with enthusiasm and determination. 

Now if I may conclude a second time—because I shall not have 
an opportunity to say it elsewhere—I think I speak for the entire 
Association membership in congratulating and thanking the in- 
dividuals who planned and have put so much effort into this Con- 
ference. This program can be extremely helpful to us as teach- 
ers. I say this with feeling when I contrast the content of these 
sessions with that of the teaching sessions of some years past. 
Year after year we debated the merits of the case system vs. the 
lecture and text system, and this approach versus that approach, 
and let it go at that. The contrast between the past and the 
present is too obvious to need further comment. We have made 
real progress. Let’s keep it up!!! 


| 
| 


| 


Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


A. Directions in Basie Courses 


in Marketing 


| 


XUM 


14. DIRECTIONS IN BASIC 
COURSES IN MARKETING 


Status of Current Offerings, 
Methods, and Contents 


David Carson* 


Critical appraisals of the teaching of business administra- 
tion in collegiate institutions issued in recent years have 
seriously questioned fundamental concepts and practices of 
undergraduate courses in marketing. Both in terms of posi- 
tion in the curriculum and of number of students served, the 
basic course(-s) was generally at the heart of such discus- 
sions. A task force was therefore named to assemble and to 
assay the objective facts on how this keystone course was 
being taught, and to determine likely directions of future 
developments. Cooperation in this study was elicited from 
77 per cent of all undergraduate institutions in the U.S.A. 
and Canada with faculty memberships in the A.M.A. Con- 
siderable uniformity was indicated in the objective de- 
scriptive factors, but there was much diversity in teaching 
means and methods, and in course content. Although eco- 
nomics is now the discipline most basic to marketing 
courses, other disciplines are expected to increase their in- 
fluence in the future. Mere mention of the Gordon-Howell 
and Pierson reports brought forth highly-charged reactions, 
both pro and con. 


HE professional literature of marketing has had much to say in 
recent years concerning basic changes in thought and opera- 
tions, particularly with regard to the influence of the quantitative 
and behavioral disciplines. A.M.A. proceedings, the Journal of 
Marketing, and other main guideposts to marketing developments 
are replete with discussions of ‘‘new frontier’’ aspects of 


*David Carson, Professor of Business Administration and Coordinator, Mar- 
keting Curriculum, College of Business Administration, Boston University. 
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marketing theory, mathematical models, distribution cost analysis, 
pricing theory, comparative marketing, marketing and public 
policy, motivation research, automatic data processing, business 
games, and the sociological aspects of marketing, among others, 
Lazer and Kelley ! have pointed out that the affinities of marketing 
extend far beyond the traditional background area of economics, 
by noting relationships with history, philosophy, geography, poli- 
tical science, and ecology, in addition to mathematics, statistics, 
psychology, sociology, and anthropology. Terms such as market- 
ing management, the administrative approach, and the total or 
unified marketing concept are being used with growing frequency, 
perhaps reflecting a fundamental shift in the practice and teaching 
of marketing, or perhaps merely adding one more illustration of 
how susceptible American business and education are to fads and 
fashion. 

A second significant force influencing marketing education has 
been the series of investigations into collegiate education for 
business conducted by foundations, by associations, and by busi- 
ness and professional journals during the past several years. In 
an article entitled ‘‘The Business Schools: Pass or Flunk?’’? 
Fortune magazine chose marketing as the prime example of the 
failings of undergraduate collegiate education for business. Note 
what the author had to say about the undergraduate curriculum at 
one large business school: 


A business major..... can fulfill his elective liber- 
al-arts requirements by spending a little under a fourth 
of his time on mathematics or general science, literature 
and English composition, foreign languages, or social 
sciences. For about half his time he will study the 
A.A.C.S.B.’s core courses and other ‘‘basic’’ require- 
ments. He may then top off with, for example, direct 
advertising and mail-order selling, advertising cam- 
paigns, sales and market research, retail-store engineer- 
ing, modern wholesaling. 


Most widely publicized of the critical analyses of collegiate 
education for business were the two studies underwritten by the 


1. William Lazer and Eugene J. Kelley, Interdisciplinary Contributions to 
Marketing Management, Marketing and Transportation Paper No. 5, East Lansing, 
Mich., Michigan State University, 1959. 

2. Duncan Norton-Taylor, ‘‘The Business Schools: Pass or Flunk?”’ Fortune, 
Vol. X, No. 1, June, 1954, pp. 112-245, at p. 238. 
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Ss, Ford Foundation and by the Carnegie Corporation of New York.3 
ic Following their publication in 1959 these studies—generally called 
3S the Gordon-Howell and Pierson reports—were frequently com- 
S. pared to the noted Flexner report which had sparked a revolution 
1g in medical education in the United States in the early part of this 
S; century. Once again the teaching of marketing at the undergradu- 
i ate level was a primary target for negative criticism. Here is 
Sy what the Gordon-Howell report had to say: 
ir The better courses in marketing use a fair amount of 
ly economic analysis and also draw some material from 
g sociology and psychology..... while some instructors 
ft | do provide their students with challenging intellectual 
d fare, introductory courses in the functional fields typical- 
ly contain little real analysis..... the prevalence of 
S low-level courses which emphasize superficial descrip- 
r tion and memory work is to be explained by a variety of 


= factors: inadequate training of teachers and inadequate 
background of students, the poor intellectual atmosphere 
in many schools, the lack of communication with social 
scientists, the slow progress of research in developing 
significant bodies of generalizations in some of these 
areas, and, related to all these factors, the poor quality 
of many of the textbooks on which undergraduate instruc- 
tion relies all too heavily.* 


er AY 


In discussing the introductory course in marketing specifically 
the Pierson work stated: 


A basic marketing course is generally required in 
both the undergraduate and the master’s program of 
schools of business. Its over-all objective may lie in one 
of two directions. The first is to acquaint students with 
the general nature of marketing, its role and functioning 
in the American economy ..... A second objective ofthe 
general course in marketing is to develop talents of po- 
tential managers or administrators. 


3. Robert Aaron Gordon and James Edwin Howell, Higher Education for Busi- 
ness, New York, Columbia University Press, 1959; and Frank C. Pierson et al., 
The Education of American Businessmen, New York, McGraw-Hill Book Co., 1959. 
4. Gordon and Howell, op. cit., p. 187. 
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The ‘‘marketing in the economy’’ approach has come 
in for criticism on the grounds that it is too descriptive, 
nonanalytical, repetitious, and susceptible to undue mem- 
orization by rote of names, pros and cons, characteris- 
tics, and numbers (usually percentages). A general, 
unifying theory that could make the work more meaningful 
is lacking. 


The management-oriented introductory course has 
also come in for a certain amount of ‘‘carping’’, expecial- 
ly at the undergraduate level. The problem is in part one 
of pedagogy. Students taking the course are often imma- 
ture or lack adequate background to work intelligently 
with complex case materials in which they are expected 
to solve marketing problems too complicated for the 
vice-president of marketing in a multi-million-dollar 
firm. The charge is made that, while the student gets 
good exercise and may improve his artistry in dealing 
with a few selected problems, he fails to understand the 
over-all marketing function in a firm.5 


BACKGROUND OF STUDY 


In view of the internal evolution of marketing practice and 
thought, and the charges levelled against the teaching of this sub- 
ject by external forces, the Committee on the Teaching of General 
Marketing, chaired by William Lazer of Michigan State University, 
believed that the A.M.A. should investigate the current status of 
the teaching of this discipline in collegiate institutions. It was 
further agreed to concentrate on the introductory, basic, or core 
course(-s) because of the crucial position which it usually holds 
in terms of curriculum construction, teaching methods, and course 
content. Working with me on the sub-committee set up for this 
purpose were Donald G. Halper of Fresno State College, William 
J. Stanton of the University of Colorado, and Jack Wagle of Okla- 
homa State University. 

After reviewing the background literature of the subject, the 
sub-committee determined that it would have to go to the field— 
to the teachers of these basic courses in marketing—in order to 
assess what was being accomplished, and how. More specifically, 


5. Pierson et al., op. cit., pp. 427-428. 


136 
| 
| 

| 
IX UM | 


BASIC COURSES IN MARKETING 137 


the group hoped to obtain the answers to the following questions, 
or at least shed some light on them: 


What are the educational qualifications of teachers in 
this field? 


How are core courses structured with regard to 
length, sectioning, prerequisites, and student emphasis? 


What trends are visible in teaching means and 
methods? In testing? 


Are any significant changes taking place, or contem- 
plated, in course content? 


To what extent, and how, have the Gordon-Howell and 
Pierson reports influenced the teaching of marketing? 


Because of limitations of funds, personnel, and time, a mail 
survey was determined as the most feasible means of gathering 
field information; this in spite of the many serious limitations of 
mail surveys so clearly recognized by this audience. 

Following the usual preparatory stages of questionnaire con- 
struction, field testing, and revision, the final six-page, single- 
spaced form was mailed last mid-September to 293 collegiate 
institutions in the U.S.A. and Canada whose faculty held A.M.A. 
memberships. It was assumed that almost all major collegiate 
institutions teaching marketing were represented on the list, and 
spot checks made against lists of all universities confirmed this. 
These requests for information were addressed to the chairmen of 
undergraduate marketing departments, or their equivalents. A 
second wave went out in mid-October, and tabulations were closed 
in early November, by which time replies had been received from 
227 institutions, or 77 per cent of the original mailing. Responses 
from 11 institutions were ineligible for one reasonor another, thus 
leaving 216 usuable returns, representing 74 per cent of the 
Original list. This remarkable rate of return for a lengthy 
questionnaire is a tribute to the professional concern of marketing 
teachers, and to their interest in this study. 

This paper is a tentative report, based upon preliminary study 
of the straight tabulations and of those few cross tabulations which 
were completed by mid-November. The complete report will be 
issued in early 1962. I shall present the highlights of the findings, 
leaving the analysis and commentary largely to William Stanton. 
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INSTITUTIONAL DATA 


The 216 usable returns were geographically distributed in this 
manner: 


Northeast 55 
South 50 
North Central 68 
West 38 
Canada 5 


The vast bulk of respondents—203—represented universities 
composed of two or more colleges, or four-year colleges granting 
a baccalaureate degree. The 13 remaining institutions were 
junior colleges, those offering three-or five-year programs, or 
unique specialized schools. Almost half of the replies were from 
private institutions, with most of the remainder from state- 
administered schools plus a few municipal institutions. 

Membership in the primary professional and accrediting agency 
of collegiate schools of business—the American Association of 
Collegiate Schools of Business—was claimed by 88 respondents, or 
over 40 per cent of the total of 216 respondents. With a total 
membership of 100 in the A.A.C.S.B., this corroborates the check 
made against the original mailing list which indicated that very 
few major institutions were not represented in this study. 


MARKETING FACULTY 


Two-thirds of those teaching basic marketing were full-time 
faculty members, and the remaining one-third were part-timers. 
The part-time instructors were about evenly divided between those 
teaching in regular sessions and in evening sessions, with the 
regular sessions probably heavier on graduate students and the 
evening sessions more heavily weighted toward businessmen. 

Almost half of the full-time faculty members of cooperating 
institutions who taught any course in marketing held a doctorate; 
most of the others held a master’s degree, or a baccalaureate. 
About § of all marketing teachers had Ph.D.’s; about 10 per cent, 
D.B.A.’s or D.C.S.’s; and 3 per cent, doctorates of education. 
Approximately 80 per cent of the full-time marketing faculty mem- 
bers taught a basic undergraduate course in his subject, but 
there was no significant difference in the distribution of their 
degrees and those of all full-time instructors. In other words, 
whether or not a full-time faculty member taught a basic, or in- 
troductory, course seemed to have little relationship to the level 
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of his formal academic training, thus refuting a commonly-held 
belief that introductory courses are usually taught by less ex- 
perienced and perhaps less qualified individuals. 

The ratio of doctorates held by part-time marketing instruc- 
tors was much lower than for full-time teachers. Fewer than one- 
fifth of the part-timers held doctorates (again most of these were 
Ph.D.’s) with the remaining four-fifths holding master’s or bach- 
elor’s degrees. As noted, most of the part-time teachers were 
either graduate students or businessmen, thus explaining the small 
proportion of terminal degrees. The wisdom of employing such a 
high proportion of instructors lacking terminal degrees is most 
questionable. 


INFORMATION ON COURSES 


Whereas the large majority of basic undergraduate courses are 
called Marketing Principles or variations thereof, there is a 
sprinkling referred to as Marketing Management or as Marketing 
Administration, reflecting the emphasis placed on managerial 
aspects in teaching marketing in recent years. Although almost 
80 per cent of the responding institutions operated on a semester 
plan, another 17 per cent used the quarterly system, with the 
remaining 3 per cent being on the trimester or some other system. 
Because of the prevalence of the semester system, where ap- 
propriate, data from schools using other systems were converted 
to semesters. 

Over 80 per cent of the institutions offeredonly a single, three- 
semester-hour course in basic marketing, and another 13 per 
cent taught 4-, 5-, or 6-hour courses, with the emphasis on those 
closest to the typical 3 hours. With the magic figure of 80 per 
cent still reflecting the typical, the basic course in most institu- 
tions was offered in a single term, with another 17 per cent ex- 
tending the course to two terms. Again withonly minor exceptions, 
the typical course met three 50-minute periods a week. In view of 
the fact that collegiate schools of business often protest that they 
are not all cast of the same mold, this high degree of uniformity 
in objective measures may reflect little originality in certain 
more vital non-objective factors such as course construction. 

Fully 95 per cent of the institutions kept individual class 
groups in this course intact, and only 5 per cent used large lecture 
groups which were periodically broken down into smaller sections, 
sometimes referred to as discussion groups. Even some very 
large institutions appear to avoid this large lecture, sometimes on 
the grounds of conviction and at other times, it would appear, on 
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the basis of uniformity and inertia. The typical section had be- 
tween 25 and 40 students, with lecture groups running to as high 
as 300 students. A small majority (62.5 per cent) of the institu- 
tions reported that they ran more than one section of this course 
concurrently, with most of them assigning students to sections 
solely on a random basis. 

Over 40 per cent of the respondents prescribed no course pre- 
requisites for basic marketing. Of the remaining 60 per cent, the 
most common prerequisite was a three- or a six-credit-hour 
course in elementary economics. Although ranking far behind 
economics, it was not unusual also to require one or more courses 
in accounting. More than 10 per cent of the schools require over 
nine hours of prerequisites, including—in addition to elementary 
economics and possibly elementary accounting—some work in law, 
general administration, introduction to business, and advanced 
work in economics. 

In a preponderant majority of institutions the basic course in 
marketing was required for all undergraduates concentrating in 
business administration, as well as for those majoring in related 
areas such as industrial engineering and agricultural economics. 
In more than 95 per cent of the responding institutions offering a 
concentration in marketing, majors in this field took the same 
basic course in marketing as did other business administration 
undergraduates. In two-thirds of the four-year undergraduate 
schools this basic course was designed primarily for juniors; in 
another 20 per cent of the cases the emphasis in course construc- 
tion was on sophomores; in a few schools, on freshmen; and only in 
rare instances, on seniors. There was some indication that this 
course had been ‘‘upgraded’”’ in recent years as certain schools 
have moved toward the two-two program, in which the student 
takes most or all of his business subjects during his junior and 
senior years. This approach allows the grounding of the basic 
marketing course on economics, and occasionally on other pre- 
requisites, thus permitting a more sophisticated treatment of the 
subject in this introductory course. 


TEACHING MEANS AND METHODS 


On a weighted average basis, respondents indicated that the 
lecture, the discussion, or a combination of the two were by far 
the most common teaching methods, accounting for over 80 per 
cent of the teaching time in the typical institution. The combina- 
tion of lecture and discussion was used most frequently, followed, 
in relative order, by straight lecture, and then by discussion. 
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Lagging behind these three leading methods was case analysis, 
with 13 per cent of classroom time. Other methods, including 
audio-visual aids, laboratories (including business games), and 
special projects did not quite account for 5 per cent of the total 
time and—perhaps even more significant—with the exception of 
movies, they were used by relatively few schools. This lack of 
inventiveness in teaching methods and inability or unwillingness to 
try new approaches tended to reinforce a more general impression 
of lack of venturesomeness found elsewhere in this study. Only 
nine of the 216 schools attempted laboratory exercises such as 
business games in this course, in spite of growing development 
and availability of materials. Field trips to study marketing 
operations at first hand were occasionally utilized, as were class 
presentations of individual or group reports. Several schools re- 
ported using non-computer games, and equally few applied com- 
puter-oriented decision-making games or data-processing exer- 
cises. Some respondents did indicate that these devices were 
more commonly applied in advanced undergraduate courses, or at 
the graduate level. 

The surprising answer to the question concerning book adop- 
tions for this course—combining principal and supplementary 
books—is that a work published in 1960, McCarthy’s Basic Mar- 
keting—a Managerial View, led the field, being used by more 
than 25 per cent of the schools cooperating in this study. A close 
runner-up was Marketing: Principles and Methods, by Phillips 
and Duncan, which has been a leader for many years. Principles 
of Marketing, by Beckman, Maynard, and Davidson, was adopted 
by 19 per cent of the schools, and Elements of Marketing by 
Converse, Huegy, and Mitchell, by 16 per cent. 

These four texts dominated adoptions for this course to such 
a degree that only two other books were used by somewhat over 5 
per cent of the respondents: Cases in Marketing, by Lockley and 
Dirksen, and Marketing—Text, Cases, and Readings, by Hansen. 
Indicative of the breadth of choice of available books, as well as 
of a highly competitive market, was the naming of somewhat more 
than 50 additional books as primary or supplementary adoptions. 
Prominent among this latter group were compilations of readings 
and of cases. 

Periodicals were frequently integrated into the course in order 
to provide the student with information on current issues and on 
appropriate background. The Journal of Marketing was in the 
forefront in this field, being used in one-third of the schools. Far 
behind it, but nevertheless still leaders were the following, ranked 
in relative order of use: 
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Printers’ Ink 

Business Week 

Sales Management 

Wall Street Journal 
Harvard Business Review 


Again there were several scores of periodicals trailing the 
leaders. 

Somewhat more than one-fourth of the respondents reported 
that they used guest speakers in this course. Presumably the 
other schools did not. Business administrators, particularly top 
executives, appeared as guest lecturers far more frequently than 
other groups, specifically business staff specialists, trade associ- 
ation executives, government officials, and salesmen. Although a 
respondent occasionally admitted that there was little or no in- 
tegration of guest speakers with the course as a whole, most 
individuals believed that careful planning was required in the 
integration and timing of such appearances. Schools using multiple 
sectioning at times brought various sections together to hear the 
guest lecturers, who often used a lecture-discussion technique, 
rather than straight lecture. The guests frequently brought 
first-hand experience, knowledge, and enthusiasm to certain speci- 
fied sections of the course, which stimulated students to delve 
more deeply into the study of marketing. 

Respondents utilizing guest speakers on the whole found them 
fairly effective. There was a tendency to consider the most ef- 
fective guest speaker as an outgoing extrovert who could quickly 
establish rapport with the administratively-oriented student. A 
minority held quite an opposite opinion, preferring the academical- 
ly-oriented, thoughtful, staff specialist type. Our human relations 
colleagues might well discover, on further investigation, that 
respondents reacted to guest speakers largely in accordance with 
their own professional interests and self-images, and they might 
suggest that there might be some merit in choosing certain types 
of individuals personally repugnant to the instructor in order to 
expose students to another approach toward marketing. 

There was an inverse relationship between the kinds of individ- 
uals cited as most effective as guest speakers, and those men- 
tioned as least effective. Common warnings applying to all types 
of guest speakers included the off-the-cuff approach, those with 
an ax to grind, those with undue verbosity, those placing extreme 
emphasis on technicalities, sweeping generalists, and, naturally, 
downright poor speakers. 
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SPECIAL PROJECTS 


Two-thirds of the institutions assigned one or more special 
projects, such as a term paper, in the basic marketing course. 
Typically these projects were planned to take the students from 
10 to 20 hours to complete, although they ranged from one hour 
to 75 hours. The project most generally required a combination 
of library and field research, although straight library research 
was used almost as extensively. Of those institutions reporting 
special projects, one-third assigned case analyses. Fewer than 
10 per cent assigned projects entailing field research only. 

Individual student work was preferred on certain projects by a 
large majority of the respondents, but many used the group ap- 
proach in conjunction with the former method. A considerable 
majority of respondents assigning written reports graded them for 
English usage, with methods ranging from a cursory review and 
sporadic comments, to down-grading for poor writing, to a failing 
grade to students who did not write at an acceptable level. In 
a few schools certain written assignments were graded for content 
by the marketing instructor or his grader, and for English usage 
by a representative of the English or communications department. 

Written tests were most typically given at the end of a term 
course, supplemented by a mid-term examination, although one- 
quarter of the schools seemed to prefer short quizzes at more 
frequent intervals. A combination of essay and objective tests was 
most widely used. In addition, more than a third of the respond- 
ents also used case analyses for this purpose, thus indicating once 
again that a considerable number of institutions combined cases 
with more traditional methods in teaching this course. Oral and 
open-book tests were seldom employed. In 70 per cent of the 
institutions the instructor graded his own papers. In another 20 
per cent the instructor was aided in this task by a grader, and in 
a fortunate 7 per cent of the cases a grader—often a graduate 
student—performed this task. In rare instances certain objective 
tests were machine-graded. 


COURSE CONTENT 


With regard to the approach applied in teaching this course, the 
greatest emphasis was placed on functions, followed by institutions, 
with weighted results indicating 38 per cent for the former ap- 
proach and 29 per cent for the latter. The commodity approach 
was weighted as 16 per cent of the total, and the historical, at 6 
per cent. Most significant is the 16 per cent categorized as 
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‘“‘other’’ approaches, indicating that the above four ‘‘traditional’’ 
approaches did not suffice for more than one-third of the respond- 
ents to this question. Most of the respondents in this ‘‘other’’ 
group explained that from 10 to 100 per cent of the time of this 
course was devoted to a managerial or administrative approach to 
marketing, with a few individuals indicating specifically that cases 
were used for this approach. An occasional respondent mentioned 
some degree of stress on economic, social-ethical, and political- 
legal aspects. 

In view of the growing use of the term‘‘managerial’’ in market- 
ing education circles, cooperators were queried as to whether 
they included the ‘‘managerial approach’’ in teaching this course. 
Seventy-two per cent replied in the affirmative, 18 per cent in the 
negative, and 10 per cent simply admitted that they were not sure. 
On further probing as to how those who replied in the affirmative 
actually did apply the managerial approach, the following typical 
replies were received: 


We try to get across the point of view of the general 
business administrator by integrating marketing into the 
total business structure. Decision-making is emphasized 
through case analysis and other discussions of issues. 


We set management objectives for marketing, consider 
necessary control and follow-up action, and measures of 
efficiency and attainment of goals. 


An attempt is made to relate the student emotionally as 
well as intellectually to managerial situations by means 
of cases, role-playing, exercises, games, and other 
devices for personal involvement. 


The course is oriented toward an understanding of broad 
issues and decisions, rather than to detailed description 
of structures and operations. 


Many respondents believed that the use of cases per se signi- 
fied the managerial approach. Others equated the interpretation of 
material from economics, the behavioral sciences, and political 
sciences with the managerial approach. A few stated that since 
they had adopted a textbook with the word ‘‘managerial’’ in the 
title, they were ipso facto employing a managerial approach. 

Respondents were asked to scale the degree to which certain 
disciplines were currently basic to, or coordinated with, this 
course. They were also requested to indicate by scaling the 
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degree to which each of these disciplines might be affiliated with 
basic marketing courses within the next decade, either as pre- 
requisites or as incorporated course content. Economics, cur- 
rently the undisputed leader in this respect, is expected to lose 
ground slightly and to share top honors 10 years hence with 
psychology, with sociology close behind. Statistics and mathema- 
tics play only a moderate or small role in course-planning now, 
but their positions are expected to forge ahead significantly in the 
next decade. Accounting, of only moderate importance now, will 
increase its influence somewhat. General administration, now 
second only to economics as a background discipline, will remain 
strong. 

In summary, cooperators stated that within the next decade the 
behavioral sciences would overtake economics for first position, 
economics would hold a strong second place, general administra- 
tion would rank third, and the quantitative disciplines, increasing 
their role from a current low base, will eccupy a much stronger 
fourth place than they possess now. In other words, this course is 
expected to be based on, and affiliated with, other disciplines to a 
much greater degree. An occasional respondent also predicted 
closer relationships with certain other disciplines, notably politi- 
cal science (especially law), ethics, and geography. 

No question in the survey aroused respondents to eloquence to 
the same degree as the following: 


Have the Gordon-Howell and Pierson reports oncollegiate 
education for business significantly influenced the teach- 
ing of marketing in your institution? 


Twenty-six per cent answered ‘‘Yes’’; a resounding 64 per 
cent, ‘‘No’’; and the remaining 10 per cent were not sure. 

Those reporting positive effects of these two investigations 
believed that they encouraged the weeding out of excessive and 
superfluous courses; greater emphasis on the study of non- 
business subjects by undergraduates; a shift from techniques to 
more general administration; an elimination of objective tests; 
and an increased stress on economics, on the behavioral sciences, 
and on the quantitative disciplines. A number of respondents 
stated that these two investigations were helpful in reinforcing 
already -existing directions in curriculum development. 

A number of dissenters communicated their viewpoints in 
spicier language than would be appropriate here. Some toned- 
down versions follow: 
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The Gordon-Howell and Pierson reports underestimate 
the complexities of marketing practices. The studies are 
questionable on the counts of partiality, accuracy, and 
logic. Moreover, they are not applicable to the manner 
in which most marketing courses are taught today. 


These gentlemen are distinguished economists, but like 
many economists, they resent the fact that marketing— 
once a part of consumer economics—has developed into a 
strong, viable discipline on its own. Choosing an econo- 
mist to investigate business schools is akin to having the 
W.C.T.U. investigates the operations of alcholic beverage 
licensing boards. 


The samples were biased and statistically unreliable. The 
research methods were questionable, and the field inves- 
tigations, superficial. 


A prime example of unscientific research. 


Sound in parts, but too extreme, unrealistic. 


On balance, it appears that whereas the two investigations may 
have contained flaws in methods and in certain conclusions, they 
did serve a useful purpose in alerting educators—including many 
marketing teachers—to weaknesses and inconsistencies in cur- 
ricula and in methods. 

Several respondents believed that the demise of marketing as a 
separate discipline in schools is bound to occur sooner or later. 
‘‘Why ?’’? they asked, ‘‘should marketing be a separate field if, in 
order to be professionally acceptable, it must rest so heavily on 
more basic disciplines?’’ If it is possible for marketing teachers 
to put personal involvements aside, this question should be faced 
as a challenge, rather than as a threat. 

The present study, superficial as it is, poses many such op- 
portunities for evaluation, study, and investigation of an improved 
climate of the teaching and study of marketing. 
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15. AN ASSESSMENT OF 
MATHEMATICAL CONTRIBUTIONS TO 
THE BASIC MARKETING COURSE 


Frank M, Bass* 


This paper discusses potential uses of mathematical models 
in the basic marketing course. References are made to 
specific models which may find application in various de- 
cision areas of marketing. In addition, there are sugges- 
tions for methods of using models in class discussion. 


F I truly spoke to the subject indicated in the title of this paper 

I should have to say zero and sit down. What I really propose 
to discuss here are the potential contributions of mathematics to 
the course in basic marketing. 

Many business schools have added or plan to add require- 
ments in mathematics and/or quantitative methods to the cur- 
riculum. There appears to exist a rather general feeling that 
students of business administration should know something about 
the developing research methodology in such areas as inventory 
control, cost analysis via linear programming, and other formal 
models which apply to business problems. Relatively little is 
being said or done, however, about making use of these newly 
required mathematical skills in the functional courses. This is 
unfortunate since knowledge of research methodology alone, di- 
vorced from the problem area framework and subject matter 
content of the functional area of business, has relatively little 
value. Furthermore, if the students know something about mathe- 
matics, it would be a pity not to take advantage of this knowledge 
whenever it is possible to present and discuss certain ideas more 
efficiently in a formal mathematical model context than other- 
wise. 


ADVANTAGES OF FORMAL MODELS 


One of the more important advantages of formal models stems 
from the fact that such models render more explicit the under- 


*Frank M. Bass, Professor of Industrial Management, Purdue University. 


147 


| 

| 

| 

| 

| 

| 

| 

| 

| 

| | 


148 SOCIAL RESPONSIBILITIES OF MARKETING 


lying assumptions than is the case with informal analysis. In 
case discussion, for example, it is not uncommon to find dis- 
agreements which arise basically because the disputants are us- 
ing different premises or different informal models. When the 
model is explicit it is much easier to isolate the areas of dis- 
agreement and to reach decisions about the information which is 
relevant to the discussion. 

Another advantage of formal models lies in the fact that it is 
often possible to explore in depth their implications for policy. 
Manipulation is far easier than is the case with informal models. 
Thus through sensitivity analysis, one may discover which vari- 
ables and parameters in the model are more important in determ- 
ining the outcome. The discussion may then be focused on the 
more crucial elements of the model. 


SOME MODELS FOR BASIC 
MARKETING 


This paper will center upon certain models and methods of 
analysis which may be used in treating the traditional class of 
marketing decisions covered in the basic marketing course. In 
most cases knowledge of introductory calculus and elementary 
probability theory is the minimum requirement for full under- 
standing, but even this small requirement may not be needed if the 
discussion is restricted to the defining equations or inequations, 
the analytic solution being shunted aside or merely stated. It is in 
the area of model construction as opposed to methods of solution 
that functional courses should concentrate anyway, since it is in 
this area that the basic subject matter of the functional areas has 
its most direct application. 

Implicit or informal models have always been used in discuss- 
ing marketing problems. Therefore the only thing really new or 
different involved here is in the formalization of underlying 
premises in such a way that the problem is reduced to a symbolic 
statement of the assumed relationships. 


Decision Theory 


Most marketing decisions involve the choice among alternative 
courses of action where the outcome of each alternative is uncer- 
tain. In reaching a decision in the traditional method of informal 
class discussion to choose one of the alternatives over the others 
we have made implicit probability assignments to potential out- 
comes of decisions. Similarly, we have assigned implicit or 
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explicit values to the possible outcomes of our decision choice and 
to those rejected. There now exist methods of formalizing this 
decision process. The required ‘‘inputs’’ for a particular ‘‘out- 
put,’’ i.e., decision, are explicit probability assignments and 
some statements regarding risk preferences associated with po- 
tential outcomes of decision choices. An area of mathematics 
known as Statistical Decision Theory provides a theoretical 
framework and a formal mechanism for reaching decisions which 
are consistent with explicitly stated beliefs and preferences.’ In 
its simpler forms Statistical Decision Theory requires very little 
mathematical background. Thus in class discussion one may 
errect a ‘‘decision tree,’’ the initial branches of which represent 
the decision alternatives and the ultimate branches of which 
represent the possible outcomes of each decision. 

The decision tree is a useful vehicle for class discussion. 
Students may be asked to assign probabilities to the potential 
decision outcomes and to support these assignments in terms of 
the facts of the case. More complex trees may be developed to fit 


Possible 


Decisions 
Possible 


Outcomes 


Figure 1 
Decision Tree 


the circumstances of the moment. Sequential decision processes 
may be reduced to tree diagrams to permit a much clearer under- 
standing of the implications of one-state decisions upon following 
stages than is ordinarily possible in informal analysis. For ex- 
ample, in analyzing such problems as expenditure, theme, and 
media mix, it is possible to demonstrate very clearly the implica- 


1. See, for example, Robert Schlaifer, Probability and Statistics for Business 
Decisions, (New York: McGraw-Hill, 1959). Also, Irwin D. J. Dross, Design For 
Decision. (New York: MacMillan, 1956). 
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tions upon media choices of expenditure decisions and, con- 
versely, the implications which media decisions have on ex- 
penditures. 

Statistical Decision Theory is also useful in discussing such 
questions as whether to act now or wait and collect additional 
information, the value of potential marketing research projects in 
terms of the profit and ‘‘prior’’ probability functions employed in 
a particular case. For example, Figure 2 shows profit conditional 
upon given market shares being attained by, say, a proposed new 
product together with the prior probability distribution over the 


Prior 
Probability 


Conditional Profit 


Figure 2 
Conditional Profit and Prior Probability 
Assignments for a Decision 


possible market shares. Given this information it is possible to 
analyze in a rigorous fashion the value of potential research 
information” 


Advertising and Promotion 


Several mathematical models have been developed which 
apply to advertising and promotion analysis.” In some of these 


2. More explicitly, with this information it is possible to determine the ex- 
pected value of ‘‘perfect’’ information. If the research information is imperfect, 
additional information is needed to calculate its value. See Howard Raiffa and 
Robert Schlaifer, Applied Statistical Decision Theory (Boston: Division of Re- 
search Graduate School of Business Administration, Harvard University, 1961) 
pp. 10-11 and pp. 103-106. 

3. Most of the published models appear in Bass et al, Mathematical Models 
and Methods in Marketing, Richard D. Irwin, Inc., (Homewood; IIl., 1961). 
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models it is assumed that a certain fraction of the market is ‘‘up 
for grabs’’ and a further assumption is made concerning the way 
in which the ‘‘up for grabs’’ segment of the market is allocated to 
the various brands. Usually it is assumed that the fraction of the 
available market attained by a particular brand is a function of the 
promotional expenditures for that brand in some relation to in- 
dustry expenditures. 

In class discussion involving promotional expenditures it may 
be useful to show the implications of a particular decision in 
terms of such an ‘‘up for grabs’’—allocation model. For example, 
a decision to spend X dollars on promotion at a particular time 
implies a certain minimum sales response at or through some 
time interval as well as a certain value for this response. This, 
in turn, in terms of the model, implies a certain minimum ‘‘up 
for grabs’’ segment and a minimum fraction of this segment 
being attained as a result of the expenditure. 

Other models assume some kind of promotional response 
function which is independent of competitive advertising.® The 
response elasticity may be related to degree of saturation which 
existing sales represent, to the rate of present promotional ex- 
penditures, or some advertising efficiency index. These models 
may be used in class discussion to focus the attention of the stu- 
dents upon the types of assumptions about promotional response 
which seem appropriate in particular cases. 

Still other models have to do with the allocation of fixed funds 
to various markets, products or methods of promotion.® Finally, 
there are models which deal with the selection of appeals and 
themes.’ 

Formal models exist in greater quantity and variety in the 
promotional decision area than in any of the other problem areas 
of marketing. These models vary in complexity and in flexibility 
of application, but teachers of marketing should have little diffi- 


4. See, For example, Alfred A. Kuehn, ‘‘A Model For Budgeting Advertising,’’ 
in Bass et al, Footnote 3, p. 302. 

5. As examples see M. L. Vidale and H. B. Wolfe, ‘‘An Operations-Research 
Study of Sales Response to Advertising,’’ p. 357 and A. P. Zentler and Dorothy 
Ryde, ‘‘An Optimum Geographical Distribution of Publicity Expenditure in a Pri- 
vate Organization,’’ p. 402 both in Bass et¢ al, Footnote 3. 

6. See J. A. Nordin, ‘‘Spatial Allocation of Selling Expense,’’ p. 173, Lawrence 
Friedman, ‘‘Game-Theory Models in the Allocation of Advertising Expenditures,’’ 
p. 220 and John F. Magee, ‘‘The Effect of Promotional Effort on Sales,’’ p. 436, in 
Bass et al, Footnote 3. 

7. Il. Emanuel, L. H. Klaassen, and Henri Theil, ‘‘On the Interaction of Pur- 
chasing Motives and the Optimal Programming of their Activation, Management 
Science Vol. 7, No. 1 p. 62. 
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culty finding a formal model which has at least some relevance to 
almost any type of promotional decision. 


Trade Channels and Marketing Institutions 


To my knowledge there exist no useful formal models which 
deal directly with the problem of choosing among alternative 
trade channels. There are, however, several interesting models 
which have indirect usefulness in discussing trade channel and 
institutional problems. Most of those are models which may be 
classified as models of consumer behavior. ® 


Product Policy 


There are product policy models, relatively simple in nature, 
which may provide an effective basis for discussion of criteria 
for evaluating new product proposals. °® There are also models 
which treat the problems involved in forecasting of special 
types of merchandise, such as, for example, seasonal style 
goods,’ as well as, of course, a plethora of inventory control 
models. Finally, there are some very interesting models of 
heuristic decision rules in merchandising. 


SUMMARY AND CONCLUSIONS 


In advocating the selective use of formal mathematical models 
in the teaching of basic marketing, I realize that in many instances 
my words have fallen on deaf ears. I am well aware of the 
objections to this approach. Many teachers, to say nothing of 
students, may find the mathematical content of some models to be 
beyond understanding. There is also a danger than in using formal 
models the mathematics will replace the marketing. 

In spite of the dangers and objections, however, I believe the 
game is worth the candle. Formal mathematical models offer 
hope of providing marketing with a rigorous framework for 
analysis. 


8. An example is William J. Baumel and Edward A. Ide, ‘‘Variety in Retail- 
ing,’’ p. 121, Bass et al Footnote 3. 

9. See Paul Stillson and E. Leonard Arnoff, ‘‘Product Search and Evaluation,”’ 
p. 35, Bass et al Footnote 3. 

10. D. B. Hertz and K. H. Schaffir, ‘‘A Forecasting Method For Management of 
Seasonal Style-Goods Inventories,’’ p. 461 in Bass et al, Footnote 3. 

11. R. M. Cyert, J. G. March, and C. G. Moore, ‘‘A Specific Price and Output 
Model,’’ Graduate School of Industrial Administration, Carnegie Institute of Tech- 
nology, Behavioral Theory of the Firm Project, Working Paper No. 30, (April, 
1961). 
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16. DISCUSSION 


ILLIAM J. STANTON:* Based upon our study alone and in 

comparison with similar surveys made by A. M. A. commit- 
tees in the past, I should like to propose one strong generaliza- 
tion. My observation is that for years a conspicuous absence of 
change, innovation, and experimentation generally has accompanied 
the course content, the teaching methods, and the overall approach 
related to teaching the first course in marketing. Emphasizing 
the problem is the fact that our study was made among ‘‘major 
collegiate institutions teaching marketing.’’ What must the situa- 
tion be in other institutions such as teachers’ colleges, junior 
colleges, some of the liberal arts schools, and others who are 
teaching principles of marketing? 

Let me cite just a few examples illustrating this absence of 
change. Our study showed a lack of innovation and experimenta- 
tion in the teaching methods applied to the beginning course. Al- 
though the combined lecture and discussion method was used by 
the largest number of respondents, my experience has been that 
often the lecture by far predominates in this combination. We like 
to think of ourselves as encouraging and developing a considerable 
amount of class discussion. However, if our classes could be tape 
recorded, I think we would find a much greater percentage of the 
time being taken up with our own lectures than we normally sus- 
pect. I note that one of the sessions in the meetings this time is 
devoted to teaching methods in the basic course. I am hoping that 
fruitful and broadening experimentation will be done with some of 
these methods. 

As another example, in what other field in business school, or 
outside of business school for that matter, will you find the three 
leading textbooks being current editions of those originally written 
in the 1920s and the 1930s? (This statement is applicable only up 
until about 1960 when McCarthy’s book appeared in the market.) 
The choice of textbook usually exerts a considerable influence 
over the course content, the approach, and many other aspects of 
the teaching of a course. Even though sometimes we rely heavily 
on the library and other outside sources, nevertheless our choice 
of textbook still is generally a major conditioning factor with 
respect to the teaching of our courses. 


*William J, Stanton, Head, Division of Marketing, University of Colorado. 
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Another indication of our slow rate of innovation is the extent 
to which we follow rather than lead business management. Even 
the idea of the marketing concept originally came from the busi- 
ness field. Generally we tend to reflect—and sometimes ata 
very slow rate and at considerably later period of time—what has 
occurred in the field of marketing as practiced in business today. 

Studies which tabulate the course content showing the topics 
considered and the amount of time devoted to each show an amaz- 
ing similarity over a period of years. Most other fields—psych- 
ology, sociology, finance, personnel management, and even ac- 
counting and economics have changed considerably through the 
years. However, the list of topics discussed in marketing today is 
quite similar in most schools to the list covered 20 years or more 
ago. 
Our study showed that about % of the respondents continue to 
use the traditional functional, institutional, or commodity ap- 
proaches in teaching the basic course. Only a minority of the 
respondents are approaching marketing from a management point 
of view. Presumably the emphasis in the majority of the schools 
is on the role of marketing in the economy rather than on market- 
ing in the firm. 

Possibly the basic reason for the continuation of these tradi- 
tional treatments in the basic course is the fact that most pro- 
fessors still view marketing as a series of unrelated, fragmented 
institutions and functions rather than as a unified, interrelated 
total system. Possibly also I reflect my own prejudices in these 
comments. I prefer to view marketing as a total system of busi- 
ness action. I prefer to see the beginning marketing course taught 
from the standpoint of marketing in the individual firm—that is, 
the micro approach—rather than the macro approach of marketing 
in our economy. A definition which I use conveys the systems 
concept of marketing as contrasted to the fragmented approach 
which I fear we have used too much in the past. To me, marketing 
is a total interacting system of business activity designed to plan, 
price, promote, and distribute want-satisfying products and serv- 
ices to ultimate consumers and industrial users. 

This lack of a true understanding of marketing is evidenced in 
other ways. For example, our traditional emphasis on economics 
as the only foundation stone of marketing or the use of economics 
as the only prerequisite for a course in marketing stresses the 
fact that we are not truly understanding the bases for marketing. 
If marketing is truly interdisciplinary, why stress only economics 
or possibly economics and accounting as necessary background 
courses? I mention parenthetically that I am quite happy to see a 
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change forecasted for the future in this matter. In our study 
where we asked the respondents to rank the topics which will be 
affiliated with marketing or which will influence teaching of mar- 
keting in the future, it is noteworthy and encouraging to see that 
topics such as psychology and sociology are on the rise whereas 
economics is declining relatively speaking. 

The Gordon-Howell and the Pearson reports indirectly alluded 
to what I call our lack of understanding of what marketing really 
involves. The reports emphasize the absence of a general unifying 
theory or a unifying conceptual foundation for marketing. We are 
failing to understand the overall marketing function in a firm. 
How can we expect to lead businesses down the path of the mar- 
keting concept or its application in marketing management when 
we continue to fragment our teaching of the subject? As long as 
we have departments of advertising and departments of retailing, 
for example, within colleges of business administration, how can 
we expect the industrial acceptance of the total marketing concept 
and the idea of having one marketing department with advertising, 
sales force management, marketing research, and other areas 
under that single umbrella? 

Now I should like to take a more optimistic point of view and 
note some encouraging developments regarding the outlook for the 
future. In the first place, as I have already observed, our study 
forecasts an increasingly important role of disciplines other than 
economics in connection with the teaching of marketing for the 
future. I hasten to state that this is not an unmixed blessing, how- 
ever, because of the problems which we have encountered in 
communicating with the social scientists. We would like very 
much to use the fields of psychology and sociology but it is dif- 
ficult to get professors from those fields who are business ori- 
ented and sympathetic toward business to help in our mission. 

Another encouraging note is the fact that a book with a man- 
agerial approach (McCarthy’s) could gain such wide market ac- 
ceptance in a short period of time. Parenthetically, I might re- 
mark that some people will say this is a tribute to his publisher’s 
marketing ability. I prefer to think that the field really is ready 
for a change and is seeking another approach in its textbooks. 

Another encouraging note is the increasing use of the man- 
agerial approach or the management point of view in teaching the 
beginning course. Incidentally, right here one of our biggest 
problems is in a common understanding of the term ‘‘managerial 
approach.’’ Our study showed that this means many things to 
many pecple. 

Finally, a thought regarding the possible deriise of marketing 
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as a separate field. In our study some people suggested that mar- 
keting may disappear as a separate field because it rests on so 
many other disciplines and is not a separate body of knowledge, 
This does not concern me because the same thing may be said 
about most any other field in the social, political, or natural sci- 
ences. Economics, for example, rests to a considerable extent 
upon political science, law, sociology, psychology, philosophy, and 
other disciplines. Many of our fields rest heavily on the founda- 
tion stones of mathematics and communication (and even mathe- 
matics is a form of communication) and interpersonal relations, 
No, I rather think that if marketing dies out as a separate field in 
schools of business administration it will be due to atrophy and to 
our failure to experiment and innovate. It will die for our failure 
to keep abreast of business and preferably to lead business man- 
agement. A justification for the existence of business schools is 
to train future business administrators. How can we expect to do 
a good job of this assignment if we remain so far behind the times 
and so unchanging in a basic course such as marketing? 
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Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


B. Improving Marketing 


Teaching Effectiveness 
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17. AN EXPERIMENTAL APPROACH 
IN SMALL GROUP SOLUTIONS OF 
MARKETING STRATEGY PROBLEMS 


Harry L. Hansen* 


Creative solutions to complex marketing problems, in ac- 
tual business life, are largely dependent on creative group 
interaction. The consequences of various kinds of inter- 
action among individuals in groups, in a marketing class, 
can be studied with profit. This paper is a report on some 
of the types of problems encountered in a class project and 
their consequences. It suggests that group projects can be 
a very useful part of marketing education and points out 
some of the problems which will be encountered by both 
students and instructors. 


HIS talk is concer~~2 with one aspect of a course, Creative 

Marketing Strategy, first offered as a second-year elective ina 
two-year MBA course in 1956-1957. Originally intended as an 
advanced marketing course, it soon became clear that problems in 
human relations bedeviled the students as much as did marketing 
problems. It is with certain aspects of these human relations 
problems that this talk is concerned. 

The course is briefly described in the School catalog as 
follows: 


This is a course concerned with the role of marketing in 
the growth and development of the individual business 
enterprise. Project work by small groups will constitute 
a major part of the course, with each group assuming a 
high degree of administrative responsibility. In fact, the 
course is designed to increase the student’s ability to 
perform in operating jobs rather than staff jobs. The 
word creative is used in the course title because the 
emphasis in the course is upon innovation. Although the 


*Harry L. Hansen, Professor of Business Administration, Harvard University. 


159 


| 
| 


SOCIAL RESPONSIBILITIES OF MARKETING 


course centers upon marketing, the solution of marketing 
problems will often require the consideration of other 
aspects of business, for example, product research and 
development, financial, manufacturing, and procurement 
problems. The orientation of the course is toward 
strategic rather than tactical problems. Strategic is used 
here to mean problems whose solution will extend over 
long periods of time and involve major commitments of 
company resources. The approach of the course there- 
fore is at times from the position of the vice president in 
charge of marketing and at other times from the position 
of the chief executive or governing boards ofthe company. 
Materials are drawn from a relatively small group of 
companies. Students will be expected to chart future 
courses of action and develop programs for these com- 
panies. Class meetings will take a variety of forms in- 
cluding small group meetings. 


Additional Comment Concerning the Course 


The businessman is a solver of problems. We might 
divide his problem-solving activities into two classifica- 
tions in order to simplify the description of these activ- 
ities. On the one hand, we can describe some of his 
problem-solving activities as ‘‘intellectual’’ and, on the 
other hand, other activities as ‘‘interpersonal.’’ The 
Creative Marketing Strategy course has, in the ‘‘intel- 
lectual’’ problem sense, an orientation toward marketing 
as a subject matter. Marketing is approached as a 
process of making decisions under conditions of uncer- 
tainty and/or imperfect information which result in 
strategies for the individual firm. The making of strat- 
egies introduces to the situation ‘‘creativity,’’ a term 
used here to mean either the finding of new problems and 
the solving of them or the finding of new solutions to old 
problems. However, the making of marketing strategy 
almost inevitably involves cooperation among individuals. 
Cooperation requires shared problem-solving activity; 
and such activity involves the solution of ‘‘interpersonal’’ 
problems. The skill with which these ‘‘interpersonal’’ 
problems is handled commonly determines the quality of 
the solution to the ‘‘intellectual’’ problem. Hence, in 
order to recognize the reality of much of business life, 
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to incorporate administrative activities involving both 
‘‘intellectual’’ and ‘‘interpersonal’’ problems. 
Illustrations of types of problems which have been used 
in the course are the following: 


Columbia Metals, Inc.—What rate of growth should the 
management of Columbia Metals, Inc. set as a target for 
the next ten years for its consumer products division? 
How should this rate be obtained? 


United Machinery Corporation—What strategy should the 
air conditioning division of the United Machinery Corpor- 
ation follow to insure a position as a dominant seller in 
the air conditioning field during the next ten years? 


Plymouth & Rock—What marketing strategy should be 
followed in the sale of securities by an open-end mutual 
fund company ? 


The procedure in the course is essentially this. A number of 
projects, perhaps six or seven, are described to a class of about 
100 men. The students rank the projects in order of preference. 
Men are then assigned to the projects they prefer most. Teams of 
six to eight men are then composed so that on every project there 
are at least two competing teams. These teams work on the 
project throughout the entire term. Weekly meetings are held with 
the instructor. At the end of the term, the competing teams 
present their conclusions orally and in writing to representatives 
of the company and the instructors. The competing teams are 
compared and an arbitrary sum of money is divided between or 
among the teams. Each team divides its earnings among its mem- 
bers. These earnings reported to the instructors become the 
point of departure for grading. 

It was clear to us after the first year’s operation of the course 
in 1956-1957 that there were problems, interpersonal in nature 
within each group, that were interfering with group performance 
on the assigned problems. We had the good fortune, however, to 
interest Dr. William C. Schutz, at that time a lecturer and re- 
search associate at Harvard University in the Laboratory for 
Social Relations, in our course. As a result, during the academic 
year 1957-1958, he and his research staff made the course a re- 
search project. In the July-August 1958 issue of the Harvard 
Business Review, Dr. Schutz’s article, ‘‘The Interpersonal Under- 
world’’ drew upon this research project for some of its illus- 
trative material. 
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Schutz pointed out in his article that there was a great deal of 
emphasis upon the existence of ‘‘communication problems.’’ He 
suggested that communication difficulties were the result of inter- 
personal difficulties, and that they were seldom the cause of such 
problems. He went on to suggest that the existence of interper- 
sonal problems was frequently expressed by means of excessive 
communication, or lack of motivation to do work, or blockage of 
action posed by some group members, or difficulty in arriving at 
decisions, or inefficient division of labor within the group, or in- 
ability of the group to assign men to those roles where their capa- 
city could be maximized. In his article, Schutz cited three ex- 
amples drawn from observations of the CMS teams of how 
interpersonal difficulties determined group recommendations. ! 

When Schutz began his study in the fall of 1957, all members of 
the class were given a test he had developed called FIRO-B (fun- 
damental interpersonal relations orientation - behavior). This 
test attempted to measure for each man his need for three factors 
which were termed inclusion, control, and affection. Taking each 
one of these in turn, inclusion refers to the need for a man to 
maintain a satisfactory relation between himself and other people 
with regard to interaction or belongingness. Each individual is 
assumed to want to belong to a group but also to want to maintain a 
certain amount of privacy. Now we can look at this matter of in- 
clusion from two points of view: first, the behavior the individual 
initiates towards others, his expressed behavior; and, two, the be- 
havior he prefers others to express toward him, his wanted behav- 
ior. Control can be defined as the need to maintain a satisfactory 
relation between ones self and other people with regard to power 
and influence. As with inclusion, there is an expressed and wanted 
behavior aspect here too. To different degrees, individuals wish 
to control or to be controlled by other people. The third need, af- 
fection, can be defined as the need to maintain a satisfactory re- 
lation between oneself and other people with regard to love and af- 
fection. We recognize that some individuals like to have close 
personal relationships with other people and others like to keep 
these relationships quite impersonal and distant. Again we note 
the two aspects, the expressed behavior, in other words, the 


1. Thus one group composed of men who were greatly concerned about their 
own image argued that a company’s major problem was its own image to custom- 
ers; a second group, unable to obtain agreement among its members, argued for a 
company abandoning a single product policy and diversifying; a third group, whose 
members were most effective when they pursued their own individual interests, 
proposed that a company should use independent distributors despite the fact that 
wholly owned sales branches seemed more profitable. 
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extent to which the individual initiates demonstrations of affection 
toward others, and, secondly, the wanted aspect or the extent to 
which the individual wants others to express friendship toward 


him. 

From this very brief exposition, one can see how interpersonal 
problems might arise ina group. Supposing we have several men 
in a group who score very high on their desire to control people. 
The chances then are high that in their group activity, the contest 
for leadership which will develop between them may well seriously 
limit the group’s activities. Suppose, as another example, we have 
a group of seven or eight men all of whom score very low on their 
desire to control people and very high on their desire to be con- 
trolled by someone. If there is no one in this group who has a 
desire to exert this control, we can visualize that this group might 
be quite aimless in its activity. Again, suppose we have a group in 
which all men scored relatively high in their expressed behavior 
with regard to affection. It is conceivable that this group might 
make little progress because, in order to face up to difficult in- 
tellectual problems, some argument is probably necessary; yet, 
since everyone feels keenly the great importance of having a hap- 
py, affectionate, friendly team operation, these arguments may be 
suppressed. Suppose, for instance, the group chooses a man as a 
leader who has a very low desire to control other people. The 
chances are that when real problems arise, this man may not 
show the initiative that the group requires. Sometimes it is useful 
to have in a group a man whose expressed behavior in the affec- 
tion factor is very low. As a result, he may be argumentative and 
at times be very useful by raising pointedquestions. Someone else 
who is much more dependent upon the friendship of others might 
never perform this necessary function even if he felt it was one 
that should be performed. 

Today in operating the course we make it a practice to give 
the class the FIRO-B test at the very outset, and then we use 
these tests to help assign men to teams. We have never at the be- 
ginning of our meetings with the teams sat down with them to go 
over their FIROs. There are several reasons for not doing this. 
First, usually at the beginning of the course there are no obvious 
interpersonal problems, and the relevance of the discussion would 
be seriously doubted. Next, for perhaps an understandable reason, 
some of the team members are reluctant to have their scores re- 
vealed to their teammates. Sometimes some teams become in- 
terested in these tests as the term has gone along, and when there 
seems to be a favorable consensus of opinion, we have sat down 
with the teams at times and discussed their FIROs with them. It 
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is very difficult to know whether these discussions have been use- 
ful. Nevertheless, if a group persists in requesting such a dis- 
cussion, it is better to meet the request than to refuse it. 

Part of Schutz’s view about small group activity is that every 
group, no matter what its function or composition, must go through 
over a period of time three interpersonal phases of inclusion, con- 
trol, and affection in the same sequence. In the first phase, the 
problem of the individual seems to be how far, in Schutz’s words, 
he wants to be ‘‘in or out’’ of the group. To emphasize Schutz’s 
words at this point, ‘‘He is asking, how much of myself will I 
devote to this group? How important will I be in this setting? Will 
they know who I am, and what I will do, or will I be indistinguis- 
able from any others?’’ The second phase of control is ‘‘a top or 
bottom.’’ Following upon the decision as to how far in or out to 
be, the individual now tries to decide how much or little respon- 
sibility and influence he wants. Each man, in a sense, is trying to 
pick the rung on the ladder which he thinks will give him the most 
satisfactory adjustment. Finally, there is a third stage, ‘‘near or 
far.’? This emotional integration appears to follow the decisions 
that have been made as to the degrees of responsibility and power 
that different individuals are to have. Although these three phases 
can be clearly recognized from watching teams at work, it does 
not necessarily follow that only one or two of them are in opera- 
tion at any onetime. All three of them may be, but in general the 
emphasis of group concern tends to move from ‘‘in or out’’ to 
‘top or bottom’’ and then to ‘‘near or far.’’ 

Schutz’s concept of these three phases of group activity has 
been of value in helping us understand what is happening in groups 
at particular times inthe course. For example, the awareness of 
the inclusion phase in group development has led us to understand 
more clearly why it takes groups some time before they appear to 
make any significant progress on a project. Sometimes we may 
point out to a group in the inclusion phase that they are in effect 
making progress, although it may not be apparent to them. Sec- 
ondly, the three phase concept helps us to assign meaning to some 
of the seemingly irrelevant cbservations that students make during 
team meetings. Thus by bearing in mind the three phases, one’s 
ability to listen to group discussions is greatly enhanced. A most 
interesting question arises as the instructor’s understanding of 
group problems grows. To what extent should we tend to interfere 
with a group, to stop it, in a sense, in the midst of its delibera- 
tions and make the members look at the developing interpersonal 
problems. Generally we view our role as not being one of doing 
this. We want the groups to work out their own solutions. At 
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times, however, using what we perhaps vainly describe as our 
common sense, we will try to intervene. 

There is no question that the course is a worrisome one for 
the instructor and by the same token perhaps an especially mean- 
ingful experience. Since new problems are used each term, the 
instructor never foresees all the complications that are likely to 
arise. The principal one is the question of the relationship with 
the company, although at the beginning of the choice of a problem, 
the nature of the activity is discussed with company officials. 
There is, however, only a limited amount of communication that 
can be effectively achieved at this time. Sometimes understand- 
ings that may have appeared to have been arrived at turn out to be 
problems as the course develops. Sometimes certain company 
information turns out to be confidential and not available when the 
contrary was expected. Occasionally there are delays in obtaining 
information that the teams want. Scheduling problems develop. 
Executives sometimes are not available when they had planned to 
be. Sometimes other company people become involved who do not 
clearly understand the objectives of the cooperation with the 
course. Although on the whole these problems are not great, the 
instructor does find himself from time to time handling a variety 
of things in order to keep the projects moving along relatively 
smoothly. After four years of this activity, we have had no great 
crises. Every project has ended with the company officials ex- 
pressing considerable pleasure and admiration with regard to the 
jobs the teams have done. Naturally the quality of the team work 
varies considerably. Some of the very best jobs correspond to 
those done by competent consulting organizations. Even the poor- 
er jobs have value of some sort. 

One of the interesting facets of the course is the oral presenta- 
tion. This occurs at the end of the term when the teams are given 
the assignment of presenting their findings to a group of company 
executives. The number of executives present on these occasions 
ranges from one to twenty-six, but usually there are from three to 
six representatives of the company listening. Each team with its 
allotment of two to three hours is given the job of putting over its 
findings successfully to management. Teams choose to do this in 
a variety of ways. Sometimes all members of the team will 
present parts of the report; at other times only a few will do this 
job. Sometimes the team divides the work by having certain men 
present the findings and other men handle the bulk of the ques- 
tioning and discussion. Visual aids are commonly used, although 
on occasion the team may speak very informally from a written 
report. At other times, slides, even specially made sound movies 
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or live girl models, are introduced into the presentations. To 
many course members the need to stand on their feet and make 
their points to management people is regarded as one of the high 
points of the course. There is a good deal of quick thinking that 
must be done at such times because the variety of questions that 
usually develops can hardly be foreseen in their entirety by the 
team. 

We have had some difficulty with teams in trying to get them to 
take a strategic view toward a company’s problem especially in 
terms of the team’s ability to anticipate and protect against moves 
by competitors. At the moment we are of the opinion that in order 
to make real progress in this area, it is going to be necessary to 
go off on a tangent and have the teams spend time playing a busi- 
ness game. We have done some experimenting with games and 
these experiments have suggested that the game is a useful 
pedagogical device to get people in the frame of mind where they 
think about their competitors as much as they think about them- 
selves. Our hope would be, of course, that through the use of the 
games we would get a carry-over of thinking to the actual com- 
pany projects. A problem, however, has been that in order to 
get the men to play a sufficiently complicated game through a long 
enough number of periods to develop competitive strategies, a 
considerable amount of time is involved, and this is difficult to do 
within the limits of a one-term course which already has a heavy 
work load. 

We also need to do a better job to develop the capacity of men 
to do creative and imaginative thinking. In this regard we have 
exposed them to a variety of readings on the subject and have 
conducted some general classes in which we have sought to illus- 
trate different types of techniques. Our experience here has not 
been too encouraging, again, I believe, because we have never had 
the time to go far enough to make these techniques useful parts of 
the men’s thinking. Again, parenthetically, I would add that one of 
the most useful devices that we have found is to encourage teams 
to carry on their discussions in such a manner that everybody is 
trying to make a positive use of anything that is suggested. This 
does not necessarily mean playing down critical attention to other 
people’s ideas, but it means generally finding ways to make these 
ideas work rather than to point out ways why these ideas will not 
work. 

One matter that bothers the teams at the outset of the course 
is the role we will play with them in their team meetings. We say 
to them that our role differs with each team and differs over time 
with any one team. At the outset we try to put the matter up in 
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this way. Let us assume the class represents a large consulting 
organization of which the instructor is the head. He divides his 
consulting organization into small groups who tackle the problems 
of clients. It is his custom to have a weekly check with each team 
to see how they are doing on their client’s problems, to review 
progress, and if possible, to make useful suggestions. Naturally 
since the team is working on only one problem and spending much 
more time on it, it is to be expected that the team will know much 
more about the problem than the instructor. This is the way it 
would be in our consulting firm. But in our consulting firm, the 
senior partner, the instructor, wants to make sure that his clients 
are satisfied, so he does check upon progress and tries to help 
where he can. The team meetings are therefore conducted in an 
atmosphere of some informality, especially as the team and in- 
structor become more familiar with each other. We attempt to 
convey the idea that we are not in a process of checking upon peo- 
ple and grading them and that they are not to worry about what 
they say while they are at the team meeting. As a result, a fairly 
easy working relationship tends to develop. 

I have suggested that our role tends to change over time with 
any one team. Usually at the beginning of the term, most teams 
tend to depend fairly heavily upon us for ideas, suggestions, and 
various reassurances. As the team begins to work and becomes 
more involved in the project, there is a tendency to lessen their 
dependence upon us and use us mostly to answer particular ques- 
tions that may come up about the problem, the team’s solution, or 
company attitudes. At times, of course teams try to trap us into 
resolving issues for them that they themselves cannot handle. We 
usually try to listen to make sure this is what is involved, and then 
we try to rapidly run away from such problems. The relation- 
ship varies among teams because, to go back to our discussion of 
the FIRO-B test, the composition of teams varies. Some teams 
will have members who want very much to be controlled and will 
therefore seek positive guidance from us. Other teams will have 
very independent individuals who will not take very kindly to our 
suggestions. Some teams will have men in them who want to have 
a close personal relationship with us, and at times some part of 
their meetings will be partially bull sessions. 

During the first two years of the course, competing teams 
were handled by two different instructors, and when a manning 
problem made this no longer possible, we shifted to a situation 
where competing teams were handled by the same instructor. We 
were not quite sure how this would work, but subsequent events 
showed we should not have been concerned. As the teams become 
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more involved in their problems, they tend to firm up their own 
ideas, and no matter what the instructor chooses to say, the teams 
tend to disagree with him unless his ideas are quite like theirs, 
Although the point is perhaps somewhat exaggerated, with the 
typical team, and especially as the term advances, the instructor 
seldom feels that he is greatly influencing a team by what he says, 
Nevertheless, there is a problem in trying to maintain equity in 
the way the instructor handles competing teams. Frequently, if he 
suggests one source material to one team, he feels it is only fair 
to suggest it to another team. On the other hand, if a team comes 
up with a particular line of attack, he respects their confidence 
and does not discuss the idea or suggest it to the team’s com- 
petitors. In sum, experience has indicated that the faculty in- 
structor can successfully handle competing teams. 

Although the compensation system was a very serious problem 
during the first run of the course and somewhat less so in the 
second run, at this particular stage the students’ concern with it 
has largely disappeared. This is perhaps traceable to two things. 
First, the novelty of the system has worn off, and once students 
are told it has worked successfully in the past, they seem to have 
some willingness to accept this generalization. Secondly, it has 
been clear that despite the operation of this compensation system, 
grades in the course have tended to be on the high side. Thus the 
implication is that no one is likely to suffer too much. Grades 
tend to run high because they are reflections upon the amount of 
work done. Although the course is only one out of five taken by 
the typical student and therefore should take proportionately 20 
per cent of his time, the fact of the matter is that the proportion 
of time allocated to the course by students tends to run higher 
than this, up to as high as 40 per cent of their total activity. Thus 
if you start out with a group of reasonably competent students, it 
is not surprising with this amount of effort put into the course 
that they tend to end up with a very adequate product. 
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18. THE USE OF A MARKETING 
GAME IN A BASIC UNDERGRADUATE 
MARKETING COURSE 


Fred W. Kniffin, J. Douglas Baldy, 
and William L. Ryon, Jr.* 


Marketing business games, a relatively new teaching tech- 
nique, offers teachers opportunities for developing a deci- 
sion making managerial approach in the first course in 
marketing. One difficulty is in evaluating student per- 
formances in their roles as marketing decision makers. 
Given the resources for administering games, however, 
their many advantages outweigh their limitations. 


USINESS decision simulations, or games, are one of the more 

recently developed instructional tools available to marketing 
teachers. As relatively new techniques, both the opportunities 
and problems created by using games need attention. Over the 
past year a simple marketing game has been used in the basic, or 
first, marketing course for undergraduates at Penn State. In this 
paper we will report on the play of a marketing simulation, pro- 
grammed decision rules, boards of directors, rating of student 
performance, market probes, and an evaluation of its potential as 
a supplementary teaching device. 

The Dayton Tire Simulation, written by Professor Greenlaw, 
was distributed at these meetings two years ago. Penn State 
students in marketing played this game in the fall semester, 
1960. In subsequent terms they have played the Marketing Deci- 
sion Simulation, also developed by Professor Greenlaw.! This 
latter game, which will be published shortly, has been played by 
students in the basic marketing course at Penn State beginning in 
the spring semester of 1961. Most of the illustrations in this 


*Fred W, Kniffin, Professor of Marketing, The Pennsylvania State University. 
J. Douglas Baldy, Graduate Assistant, The Pennsylvania State University. 
William L. Ryon, Jr., Graduate Assistant, The Pennsylvania State University. 


1. Greenlaw, Paul S., Herron, Lowell W., and Rawdon, Richards H., Business 
Simulation, Englewood Cliffs, N. J., Prentice-Hall, Inc., 1962. 
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paper come from play of the spring semester, 1961, since com- 
plete records were kept for that period. 


DESCRIPTION OF THE MARKETING 
DECISION SIMULATION 


The Marketing Decision Simulation consists of an industry with 
three firms: Acme, Best, and Colossal. Each firm markets a 
single product in two sales regions in competition with the other 
two firms. Companies manufacture their products in a centrally 
located plant, and each maintains a warehouse at its plant site as 
well as one in each of the two sales regions. For each period, 
which is a quarter of a year, participants make decisions on unit 
volume of production, price of product, shipments to regional 
warehouses, local advertising expenditures by regions, sales 
force expenditures by regions, and national advertising expendi- 
tures. 

Each management is informed of its competitor’s prices in 
the current period and may or may not purchase the following 
market research information: industry total national advertising 
expenditure for the current quarter, regional total market po- 
tential in units for the forthcoming quarter, its own share of mar- 
ket in units sold during the current quarter in each sales region, 
industry total local advertising expenditures by sales regions for 
the current quarter, and its own potential sales in units for each 
region for the current quarter. 

The Marketing Decision Simulation has a number of char- 
acteristics which make it ideal for our use, particularly its sim- 
plicity and its ease of umpiring compared to other games. Witha 
very limited number of decision variables, the game is easily 
comprehended; yet all decisions are pertinent to marketing. This 
enables students to quickly master the mechanics of play witha 
minimum of briefing. Umpiring the simulation is routine, al- 
though time consuming. Graduate assistants may be used to 
umpire it with the aid of hand calculators. Approximately twelve 
hours a week are required to umpire one decision for six in- 
dustries of eighteen firms accommodating from seventy to one 
hundred and ten students. 

The product in this simulation is an unknown consumer good 
which is an advantage, particularly over the Dayton Tire 


2. Twelve hours does not include time for making the programmed decisions 
of the Colossal firms. 
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Simulation. It may appear strange that this would be cited asa 
favorable characteristic. In previous experience with the Dayton 
Tire Simulation, however, students attempted to apply operating 
percentages of the automobile tire companies in arriving at 
their advertising expenditures even though it had been emphasized 
that the game was not in any way related to the real world. While 
this might be encouraged with some games, our objective was to 
make students develop decisions from their own game experi- 
ences rather than have them search for rules from the experience 
of others. 

Another appealing feature of this game is that three firms 
make up an industry, so the effects and the interdependence of 
competitor’s decisions upon one another can be determined fairly 
accurately. 


Typical Play of The Marketing Decision Simulation 


During the spring of 1961, seventy-four students played this 
game in two basic marketing classes of thirty-eight and thirty-six 
each. These students were juniors with few exceptions. They had 
not participated previously in the play of a business game and, 
thus, were unfamiliar with gaming in general. Each student was 
given a copy of the player’s instructions, a decision form, and a 
production cost schedule. 

Six and one-half class periods out of a total of forty-eight were 
devoted to gaming. These class periods were used for a briefing 
session, two reports by each firm to boards of directors, and an 
hour quiz on the simulation. Students made all of their decisions 
at meetings held outside of class and scheduled at their discretion. 

Each group, composed of either six or seven students, formed 
its own company organization and submitted written statements of 
their objectives, policies, and organization structure. Typical 
policies included maintaining specified amounts of inventory, 
maintaining the lowest or highest price in the industry, and pro- 
ducing to meet potential sales. A typical firm’s organization con- 
sisted of a president, secretary, and vice-presidents in charge of 
production, advertising, and market research. Several firms 
operated as a committee, not fixing individual responsibility for 
decisions—at least initially. 

After a thirty minute briefing session, each firm was directed 
to submit its first decision at the next class period. An average of 
one decision per week was made and a total of ten periods or two 
and one-half years’ experience on a quarterly decision basis was 
completed during the semester. 
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Six different industries were operated. The students in one 
class were assigned to six Acme firms, and the students in the 
other class to six Best firms. Decisions of the third group of 
firms, called Colossal I-VI, were programmed. These pro- 
grammed decisions of the six Colossal firms were based on 
three different strategies. 


The Programmed Decision Rules of the Colossal 
Firms 


The rules determining the pattern of Colossals’ decisions 
were formulated by graduate students prior to the beginning of 
the game. Once the game began, these predetermined rules were 
not modified. Although there were only three sets of programmed 
decision rules, the decisions of each strategy after the first 
quarter of play varied from one another because of the effects of 
Acme and Best decisions. 

The first set of programmed decision rules, Strategy A, was 
based predominantly on the two competitor’s decisions in the cur- 
rent quarter, and so was designated as a defensive strategy. 
Local and national advertising expenditures in each region and 
price were the arithmetic means of Acme’s and Best’s price and 
advertising expenditures for the current period. Production 
volume was one-third of the predicted total market potential. 
The product units in the plant warehouse available for shipment 
were distributed on a 3:2 basis: sixty per cent of the inventory in 
the plant warehouse was shipped to Region A; the remainder, to 
Region B. The expenditures for regional sales forces in the 
first period of play were $60,000 and $50,000 in sales region A 
and sales region B respectively. Subsequently, if the unit inven- 
tory in either regional warehouse increased over the previous 
period, the expenditure for the sales force in that region was 
increased by ten per cent over the previous period. If the unit 
inventory in either regional warehouse remained constant or de- 
creased, the respective sales force expenditure remained the 
same as the previous period. Only the necessary market infor- 
mation, industry local and national advertising and total market 
potential, was purchased. 

In Strategy B, the price of the product in any quarter was one 
per cent higher than the highest price charged by either com- 
petitor in the current quarter. Local and national advertising ex- 
penditures were one hundred and ten per cent of the arithmetic 
means of competitors’ expenditures in these categories in the 
current quarter. With Strategy B, the firm produced at forty per 
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cent of the predicted total market potential. Shipment of the prod- 
uct to regional warehouses and sales force expenditures were 
made on the same bases as in Strategy A and identical market 
research information was purchased. 

Strategy C utilized parts of Strategy A, held some expenditures 
constant, and changed the determinant in establishing the produc- 
tion rate. In Strategy C, the price and sales force expenditures 
were determined by the same rules used in Strategy A. Local 
advertising expenditures were fixed in the first period of play at 
$26,000 in Region A and at $17,000 in Region B, and held constant 
thereafter. National advertising expenditures were ninety per 
cent of the arithmetic mean of competitors’ expenditures in this 
category in the current quarter. To determine the production 
rate, the share of market percentage for the current quarter was 
multiplied by the predicted total market potential. Shipment of the 
product to regional warehouses was made on the same basis as in 
Strategy A, and market information purchased included share of 
market percentages, industry national advertising expenditures, 
and total market potential. 


Boards of Directors 


Board of Directors meetings were held with the Acme and Best 
firms at the completion of the first and second year’s operations. 
Each management had twenty minutes to make its presentation and 
to answer questions posed by the board on past performance. Two 
groups, each composed of four graduate students, served as di- 
rectors for the six Acme teams and for the six Best teams. Di- 
rectors were given the same operating results of the companies as 
the student participants. 


Rating Student Performance 


Prior to and during the second meeting with the Board, di- 
rectors were asked to submit two ratings, one for the company 
and one for the management. In addition to these ratings by 
graduate student directors, each student completed a written quiz 
on the game. Ratings made at the conclusion of play therefore 
included a) a ranking at the final report to directors of each firm 
on the basis of its company performance such as total assets, 
sales in units and dollars, net cash gain, and the like; b) a ranking 
of each management based on oral reports to the boards on the 
use of feedback data, knowledge of competitors’ actions, and logic 
used in making decisions; and c) a ranking of each student on the 
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basis of a written quiz concerning his firm’s activities. The quiz th 
was taken after play was completed and included basically three bo 
types of questions: ad 
we 

1. Questions on the operations of the students’ firm such as its be 
pricing policies, advertising policies, and marketing mix. ge 


Examples from the quiz: 


What formula or policies was your company employing R 
to determine the allocation of total marketing expendi- 
tures among national advertising, local advertising, and in 
field sales force in the last decision period? ki 
In periods, if any, when your company lost sales by not : 
having product units to deliver, what actions were taken ks 
to remedy this situation? Explain each occurrence. th 
2. Questions of fact such as share of market, total sales in dol- P 
lars and units, and total assets. Examples from the quiz: ‘ 
The share of market of my company at the end of the in- h 
dicated year was: first year . second year , s 
The per unit production cost of my firm’s product at the ; 
conclusion of operations was i 
tl 
3. Questions on activities of competitors and the market environ- . 
ment. Examples from the quiz: ( 
Which, if either, of the competitors seemed to have the 
better price policy? Why? € 
t 
Explain whether the production of either of your com- t 


petitors varied with changes in Total Market Potential? 
What was the relationship, if any, between the Total Mar- 
ket Potential and Sales Units Delivered? 


REVIEW OF PROGRAMMED STRATEGIES, ( 
BOARDS OF DIRECTORS, 
AND MARKET PROBES 


The director rankings and quizzes were used to determine a 
grade for each student although they were, admittedly, not com- ( 
pletely satisfactory. Early in the course students were told that ( 
they would be graded by the directors and the instructor on the 
basis of their performance in the game. Further, they were in- 
formed that each director would evaluate the firm’s performance, 
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that each person would be evaluated in the presentations to 
boards of directors, and that each would be graded on his quiz. In 
addition, it was indicated that these grades, when summated, 
would constitute ten per cent of the student’s course grade. One 
basic problem, then, was how to arrive at a fair grade on the 
gaming activity of each student. 


Rationale For Programmed Strategies 


One purpose of programmed strategies for one firm in each 
industry was to provide a set of decisions, the basis of which was 
known so they could serve as an aid (to the game administrators) 
for grading student performance. With one competitor operating 
by a simple set of rules, the presentations to boards and the 
written quizzes could be evaluated on the basis of fact, at least on 
those questions concerning the strategies and decisions of the 
programmed competitor. 

A further question was would students come to realize that one 
of their competitors was programmed? Since the Colossal firms 
had very simple decision rules, it would have been possible for 
students to determine the bases for decision making of the pro- 
grammed firms if they had tested various hypotheses against ex- 
perience. Even at the conclusion of play, however, students had no 
idea that one company was programmed. Some did note that one of 
the programmed firms was, for example, a price follower; but 
none detected or suspected the simple processes by which the 
Colossal firms were arriving at decisions. 

Formulating programmed strategies also served as a learning 
experience for the graduate students involved. What appeared to 
them at the outset as just another assignment proved to be an in- 
teresting and challenging task. 


An Experiment With Director Rankings 


The directors were ranking non-competing firms since one 
competitor company was in another class and the other was pro- 
grammed. For the initial company rankings, directors were 
given all the decisions and annual reports of the teams they were 
Serving. With these data to study and analyze, each director 
ranked his companies on the basis of the game results including 
total assets,® sales volume, advertising expenditures, prices, and 
the like. 


3. All firms began the play with the same total assets. Inventories were 
valued at current production costs, so gains in total assets were used to judge the 
firms’ profitability. 
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The directors were also instructed to rank the managements of 
all the firms on the basis of their twenty minute oral presenta- 
tions. They were to determine as best they could for each man- 
agement what reasoning and logic were used in making decisions, 
how effectively feedback data were used, and what knowledge 
each group had acquired of competitors’ actions and the market 
environment. 

The two rankings of the four directors for each set of teams 
are summarized in Tables I and II. These tables show that total 
assets were the predominant criterion for director rankings of 
companies. In ranking the companies, directors apparently com- 
pared the total assets of each with firms in other industries as 
well as with each firm’s industry competitors. 

Tables I and II summarizing management rankings, were 
identical to company rankings with only one exception: Acme V 
and Acme III ranked third and fourth respectively as companies, 
while their management rankings were reversed. Although these 
results could be interpreted, at least tentatively, to mean that 
company performances were good measures of decision making 
skills, other explanations seemed more plausible. For example, 
perhaps the directors pre-judged the management reports from 
the evaluation of company rankings, or the firms which performed 
well as profitable enterprises were able to use this fact effectively 
in their presentations, or the directors simply could not judge 
decision making abilities in the time available. 

It was surmised by the game administrators at the outset of 
play that programmed strategy A would permit greater opportunity 
for profits by its competitors than strategy B, and in turn, that B 
would provide better opportunity for profits than programmed 
strategy C. Table III shows the total assets of the various firms 
and industries classified by programmed strategies A, B, and C. 
Industry profits for strategy A were the highest, B second highest, 
and C the least. It seemed, therefore, that the programmed 
strategies influenced the profit opportunities of competing student 
firms. Since the company rankings tended to be based mostly on 
profits, the programmed strategies influenced the director rank- 
ings of companies with this bias probably carrying over to the 
management rankings. 

This experience is indicative of the difficulties inherent in 
attempting to measure management decision making abilities in 
even the simplest type of gaming situation. Quite obviously, any 
evaluation of these skills, which may be developed in gaming, 
probably can be more easily judged when separated in some 
manner from the gaming results proper. Hence, the primary 
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TABLE I. Company and Management Rankings of 
Directors, Total Assets, and Sales of 
Acme Companies, Year Two 


Total Assets 
Rank Company Management (000) Dollars Units 


(000) (000) 
$5,825 $7,505 522 
5,696 7,723 536 
5,704 7,663 544 
5,346 6,573 439 
5,492 6,101 426 
4,898 6,721 478 


a. Acme-Best I and Acme-Best IV played programmed strategy A. 
b. Acme-Best II and Acme-Best V played programmed strategy B. 
c. Acme-Best IIIandAcme- Best VIplayed programmed strategy C. 


TABLE II. Company and Management Rankings of 
Directors, Total Assets, and Sales of 
Best Companies, Year Two 


Total Assets 
Rank Company Management Dollars Units 


(000) (000) 


$5,592 $7,296 504 
4,994 7.205 485 
5,715 6,925 455 
5,252 6,988 472 
5,387 7,370 493 
5,304 6,479 440 


a. Acme-Best I and Acme- Best IV played programmed strategy A. 
b. Acme-Best II and Acme-Best V played programmed strategy B. 
c. Acme-Best III andAcme-Best VI played programmed strategy C. 
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TABLE III. Industry and Firm Assets by Programmed Strategies 
End of Second Year 


(millions of dollars) 


Programmed 


Strategy Industry Acme Best Colossal Totals 


$5,493 $5,592 $5,103 $16,187 
5,825 5,715 5,282 16,822 
$33,009 


$5,696 $4,994 $5,280 $15,970 
5,704 5,304 5,340 16,384 
$32,354 


$5,346 $5,252 $5,158 $15,756 
4,898 5,387 4,863 15,148 
$30,904 


basis utilized for obtaining each student’s grade on the gaming 
activity was the written quiz. 


Other Benefits of Boards of Directors Meetings 


The directors filled an indispensible role encouraging students 
to develop sounder logic for decisions and better use of feedback 
data over the course of the gaming, even though their rankings 
were of little value in grading. Their pointed questions forced 
the students to think in terms of the over-all consequence of each 
decision and to be able to defend their decisions on logical 
grounds. 

A positive indication of the learning that was occurring was 
the contrast in the reports to directors at the end of the first 
and second years. Since the students were neophytes to gaming 
and had only a minimum of briefing, the first year of operations 
were mostly an experimental period for them. Many groups pur- 
chased all the market research information but were making little 
or no use of it, much to the chagrin of directors. The second 
year, however, reports to directors were very different. It was 
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encouraging to observe students at these meetings thinking in 
terms of marketing policies, strategies toward competitors, 
profitability of marketing areas, price elasticity, and marginal 
returns from advertising and sales dollars. 

At board meetings students also seemed to benefit from listen- 
ing to the reports of other groups. While their role during the 
reports of other teams was primarily that of observers, they 
learned to anticipate directors’ questions and thus better plan 
their own presentations. 


Other Experiments 


In the summer of 1961, student firms playing the Marketing 
Decision Simulation were allowed to make a market probe. To do 
this each management could make the assumption that competitors 
made the same decisions as they had in a given current period, 
while they changed one or more of their decisions and obtained 
what would have been the actual results had they taken these ac- 
tions. The purpose of this market probe was to invite the teams 
to ‘design an experiment’’ in order to learn about the market 
demand, competition, or the effectiveness of sales or advertising 
dollars. Having had some experience, most groups felt they had 
some conception of the relationship of price to demand. The 
probes, therefore, usually involved changes in promotional ex- 
penditures by sales regions to determine effects on volume. For 
example, some firms reduced their regional local advertising 
expenditures by fifty per cent. 

As an additional experiment during the summer term, students 
were asked to flow chart their pricing, promotional expenditure, 
and production decision making processes. Since this was volun- 
tary, with only ‘‘extra’’ credit offered, the programs submitted 
could indicate either how decisions were made or how they should 
have been made. One difficulty in assigning the flow charting 
task to students at this level is that they retreated to very simple 
bases for making their decisions. Many chose to follow competi- 
tion since this lent itself readily to charting. 

Programmed strategies seem to offer good possibilities for 
evaluating student performance so, currently, plans are being 
made to have one student team compete against two programmed 
firms. Decisions then would be calculated on an electronic com- 
puter and manual umpiring would be eliminated. 


CONC LUSIONS 


Experience has shown us that to use a game in the basic mar- 
keting course requires substantial time and work on the part of 
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the instructor as well as assistance in umpiring, directing, and 
coaching. Each play of an industry is different in contrast with 
lectures or cases which may be repeated from semester to 
semester. With gaming, time is needed to review and to evaluate 
the different decisions of each firm in addition to many hours a 
week of umpiring time, arranging for directors, and other activ- 
ities associated with gaming. 

The decision to use a game in the basic marketing course 
depends upon the course objectives, the availability of a game or 
games which will satisfy these objectives, and the availability of 
resources for administering the gaming. Decision simulations ap- 
pear to have a place in the managerially oriented basic marketing 
course, but would be of questionable value for the instructor who 
adheres primarily to the functional or institutional approaches. In 
addition to building greater student interest in the study of mar- 
keting, we believe that from the play of a game, students 


(1) acquire experience in establishing prices. Specifical- 
ly, they learn to apply the concept of price elasticity 
to make per unit cost analyses as a basis for pricing, 
and to solve problems of formulating pricing objec- 
tives and policies. 


come to appreciate the idea of the marketing mix, i.e., 
that price, local advertising, national advertising, and 
field sales force are interrelated and interdependent, 
and to formulate and to use marketing strategies in 
adjusting the foregoing elements to changing market 
and competitive conditions. 


acquire an additional awareness of the importance of 
coordinating marketing with production and inventory 
decisions. 


(4) learn to use marketing research data and other infor- 
mation generated from playing as a basis for their 
decisions, 


(5) are introduced to problems of organizing themselves 
into working groups for purposes of decision making. 


It has been indicated many times that games are a strong in- 
volvement device, inciting great motivation. Our students tell us 
that they enjoy playing business games. No doubt some of this 
motivation carries over to other materials in the course with 
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students developing a wholesome respect for the application of 
theory and tools of analysis. 

We have found, too, that our simple game in the basic market- 
ing course has had the beneficial effect of making students aware 
of the interrelatedness of different business courses. In particu- 
lar, students have used some basic accounting, economics, sta- 
tistics, and management in game playing and have become more 
conscious of the importance of integrating their knowledge from 
course to course. 

In these ways, the Marketing Decision Simulation has proven to 
be an effective supplemental teaching tool in the basic under- 
graduate marketing course. It should be emphasized, however, that 
it has been supplemental to and by no means a substitute for a 
textbook, lectures, discussions, and cases. Thus gaming primarily 
reinforces the learning of theories, principles, and analytical 
tools of marketing management. 

The evaluation of student performance in gaming has beena 
problem. If the educational goal is to develop managerial decision 
making skills and processes, it appears that special efforts must 
be made to evaluate them quite separately from company per- 
formance results. For example, company performance may be 
quite poor while the development of managerial decision making 
skills might be excellent for students who wisely probe the mar- 
ket to determine significant relationships among variables. Con- 
sequently, grading students in gaming has been a fairly subjective 
procedure with us, based primarily on observation and written 
quizzes. 
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MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


C. Distinguishing Characteristics of 


Industrial Marketing 
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19. INDUSTRIAL MARKETING 
RESEARCH 


Harold P. Wolf* 


Industrial marketing faces many problems. Four of the most 
important problem areas are identified, and the general 
contributions which industrial marketing research can make 
are identified. The contention is made that industrial and 
consumer marketing research have more in common than 
might ordinarliy be supposed; yet there are important dif- 
ferences both in concept and practice. The more important 
of these differences are discussed. 


N a brief presentation, it is obvious that only a few aspects of 

industrial marketing research can be touched upon. Thus, we 
wish to make two general points. First, drawn from work which 
Booz, Allen and Hamilton has done covering a broad cross section 
of industrial marketing problems, we will identify those prob- 
lems which we believe are, and will continue to be, of major con- 
cern to management. Second, we will highlight a few of the im- 
portant characteristics of industrial marketing research that 
tend to distinguish it from consumer goods marketing research. 
First, let us turn our attention to the problems which today stand 
in the forefront of management interest. 


New Product Development 


It is not necessary to belabor the point that growth by most 
companies today, measured in both volume and profits, depends on 
generating new products. The need for new products as a means 
of profit improvement could well be more acute in the industrial 
field than in consumer products. For example, a 1960 ranking of 
the most profitable United States industries in terms of net return 
On assets shows that only three of the top ten were in industrial 
products. The five most profitable were in the consumer field, 


*Harold P, Wolf, Senior Associate, Booz, Allen & Hamilton, New York. 
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led by drugs and cosmetics, which are well known for being 
oriented to new products. 

New products are basically derived through two alternate 
routes: internal through research and development and external 
by mergers and acquisitions. Another fundamental point, generally 
recognized, is that the life cycle of consumer products is usually 
shorter than that of industrial products. However, sales of ‘‘me 
too’? or outdated consumer products frequently can be maintained 
for a relatively longer period of time in a given product’s life 
cycle than can sales of an outdated industrial product. The gains 
from more effective advertising, more appealing packaging, broad- 
er distribution, sounder marketing tactics, and the like, are gen- 
erally greater for consumer goods than for industrial goods. In- 
dustrial products are purchased to a greater extent on the basis of 
measurable value, often accompanied by the close scrutiny of 
purchasing agents or subject to competitive bids. The need for 
new products, moreover, is daily becoming more acute in the in- 
dustrial products field because of the growing difficulty in main- 
taining an advantage in engineering and manufacturing ‘‘know 
how.’’ 

This need for new products has required, and will continue to 
require, substantial investment in marketing research to identify 
new product opportunities and to appraise the commercial feas- 
ibility of industrial products coming out of research and develop- 
ment. The scorecard of new products that are marketed is replete 
with failures. For example, failure rates for new products intro- 
duced by raw materials processors is 60 per cent; for electrical 
machinery, 57 per cent; and for non-electrical machinery, 52 per 
cent. More effective marketing research is required to reduce 
the millions of dollars spent annually in the development and 
commercialization of products that never succeed. This requires 
significant improvement both in management practices and in 
marketing research methods and techniques if stockholders are to 
be assured improved earnings on their investment. 


Company Acquisitions and Mergers 


Despite current governmental policies and actions concerning 
mergers and acquisitions, American businessmen probably will 
continue these efforts in order to obtain new product diversifica- 
tion, to strengthen present market positions, or to attain a number 
of other advantages necessary to assure growth. 

As in the case of new product evaluation, the need for thor- 
ough and penetrating marketing research is paramount. Facts and 
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informed opinions regarding products, markets, customer rela- 
tions, technological developments, distribution strength and other 
marketing facets should be developed, analyzed and interpreted. 
The point needs to be made, of course, that though the dollars in- 
volved in mergers and acquisitions may sometimes be larger than 
those involved in product development, both avenues should be 
considered in order to obtain the most effective means of diver- 
sification. Industrial market researchers need to take more of a 
manager’s or stockholder’s point of view in researching both new 
product development opportunities as well as acquisitions and 
mergers to focus more quickly and decisively on the elements 
which will mean success or failure in the proposed undertaking. 


Competition for World Markets 


Another area that is mushrooming in importance for the indus- 
trial marketing man is the rapid evolution to the world market 
concept. American industry is finding it increasingly difficult 
both to compete for world markets from its high-cost base in the 
United States, and, at the same time, to meet effectively the in- 
roads of foreign products in the domestic market. On the first 
point, the United States businessman usually has a strong advan- 
tage in material costs compared with the foreign producer, about 
an even break in general and administrative costs, and distinct 
disadvantages in plant overhead, selling and labor costs—with the 
latter most accented. A steady increase in plant and equipment 
investment per worker has been laid in place to offset this direct 
labor cost disadvantage but without significant avail. The cost 
differential between the foreign producer and American industry is 
still a primary stumbling block to effective United States com- 
petition for world markets. 

The marketing problem is compounded by the rigorous com- 
petition from foreign imports which more and more United States 
industrial manufacturers are facing. The picture, of course, 
varies from industry to industry. For example, chemical imports 
are double the level of a decade ago, iron and steel products are 
three times as great, while machinery and office machine imports 
are quadruple 1950 levels. With an $8 billion increase in im- 
ports forecasted for the coming ten years, the competition from 
foreign producers can only be aggravated. 

American business is moving rapidly to counter these two 
basic market challenges by placing itself in the same cost position 
as its foreign counterpart. Today, more than 70 per cent of the 
top 1,000 American companies have manufacturing facilities 
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abroad. But international marketing is not the sole province of 
the larger company. Some 30 per cent of the new establishments 
in the foreign area during the last 12 months have been made by 
companies with less than $50 million annual sales. Today, some 
two-thirds of the more than $60 billion of American goods sold to 
foreign markets come from United States operations abroad. 

The trend towards greater and greater investment in foreign 
operations will undoubtedly continue for some time. This will 
mean that industrial marketing research must broaden its hori- 
zons so it can soundly advise industry where to expand in world 
markets, what to produce in them, when to make such moves, and 
a host of other considerations. United States world business 
leadership will more and more rest on our foreign operations 
rather than on exports, which have been our forte in international 
business in the past. Success in new international ventures will 
be measured to a large extent on the ability of industrial market- 
ing research to adapt itself to this evolving concept. 


Channels of Distribution 


The changing patterns of distribution of many consumer items 
are well known. All of us can see the revolution in retailing that 
has resulted in such developments as the growth of outlying shop- 
ping centers, the emergence of nonservice retailers and the 
broadening of merchandise lines by many retailing groups. But 
how much research effort has been devoted to more imaginative 
industrial goods distribution? The answer probably is ‘‘much 
less.’? Even though basic economic factors don’t favor an ex- 
tensive revolution in industrial marketing, many changes already 
have taken place and untapped opportunities lie before us. 

One development already underway is the growth in cash and 
carry lumber yards selling building materials on a nonservice 
basis to building contractors and consumers. The apparent 
success of their operations is causing serious concern among 
traditional lumber yards and building materials distributors. 
Marketing cost savings produced through this route will need to 
receive increasing management attention in the coming years. 
Typical distribution cost research studies such as profit analysis 
by products, by territories and by channels of distribution will be 
helpful. Also warehouse feasibility analyses, customer surveys 
and the like will be valuable. However, major advances in dis- 
tribution cost savings will be made by those marketing research- 
ers who can integrate all individual parts into a total program that 
is based on the concept that a more imaginative type of distribu- 
tion is feasible. 
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Advertising and Promotion 


Research in relation to advertising programs, budgets, media 
and related matters—whether for consumer or industrial products 
—is very valuable yet highly specialized. Our experience indicates 
that the marketing research staffs of industrial product companies 
have not participated as actively in shaping and evaluating adver- 
tising programs as have their counterparts in consumer product 
companies. Even though the advertising budget typically is small- 
er, the need for effective communication to the customer at lowest 
possible cost remains paramount. In some respects the problem 
is more difficult since a given industrial audience often is not as 
homogeneous as one for most consumer products. Measuring in- 
dustrial advertising effectiveness demands new and imaginative 
marketing research. Consider, for example, problems involved in 
determining how media should be used. For any given segment of 
the market, will a trade publication ad be more effective than di- 
rect mail or a periodic company technical journal? How can the 
results of trade show participation be measured against expendi- 
tures for equipment and instructional material prepared for tech- 
nical schools? These questions indicate a few of the advertising 
and promotion problems to which educators can contribute through 
teaching and research. 


The four broad problems just reviewed are indicative of areas 
requiring better industrial marketing research. Although other 
problems such as organization of the home office and field sales 
forces, compensation of salesmen, the establishment of sales 
quotas and the like may be of greater importance to an individual 
company at a given instant, research methodology is probably 
better established for these problems than for the ones just 
reviewed. 


Distinguishing Characteristics of Industrial 
Marketing Research 


Marketing research for industrial products and consumer 
products are more similar than dissimilar. A trained marketing 
researcher can move from one field to another, although his ef- 
fectiveness may be reduced in the short run if he has to become 
acquainted with the unique aspects of the industry involved. What 
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are some of the special requirements faced by the industrial mar- 
keting researcher? 


Knowledge of Functions and Channels of Distribution 


Successful industrial market research starts with a good 
understanding of the functions and interrelationships of manage- 
ment people in various company positions and their relative im- 
portance in different industries. For example, if a packaging 
material supplier wishes to determine the potential of a new 
product for packaging food, the researcher needs to know the func- 
tions and relative importance of many positions in a prospective 
food company: the product or brand manager, the packaging engi- 
neer, the food technologist, the purchasing agent and others di- 
rectly concerned with packaging. He must also know the relative 
importance of outside influences, such as: industrial designers, 
transportation companies, chain buyers, wholesalers, government 
agencies and consumers. The problem is compounded with the 
wide variety of industries to which an industrial manufacturer 
must sell. The scope of the industrial marketing researcher’s 
knowledge of industries served, their functional organizations and 
various product applications generally must be broader than that 
of his counterpart in the consumer products field. 

Similarly, knowledge of manufacturing and distribution pat- 
terns frequently must be greater. For example, trace the myriad 
channels involved in the production and distribution of a very 
simple product—galvanized steel gutters. The galvanized sheet 
steel that ends up as a household gutter may go from the produc- 
ing mill to a fabricating subsidiary which may sell the finished 
gutter directly to a mail-order house or a roofing distributor. 
The distributor may sell finished gutters to various retailers (as 
hardware stores or lumber yards) for sale, in turn, to the con- 
sumer or to small home roofing contractors. Another distribution 
chain begins with the steel mill which may sell sheet stock to sub- 
sidiary or independent distributors; these in turn sell sheet stock 
to a roofing manufacturer or to a general metal fabricator that 
makes gutters. The roofing manufacturer may sell finished 
gutters to mail-order houses, roofing contractors or roofing dis- 
tributors. Or the mill may sell sheet directly to roofing manu- 
facturers who sell the product to virtually the same type of cus- 
tomers as does the distributor. 

This confusing yet over-simplified distribution pattern 
illustrates the point that industrial marketing may involve more 
complex channels than those normally found in consumer goods 
distribution. 
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Technical Knowledge 


In some respects there are substantial differences in the tech- 
nical knowledge required by industrial marketing researchers and 
by consumer marketing researchers. The latter needs to be much 
more knowledgeable in sampling, motivation research, question- 
naire construction and related tools of the trade. 

In contrast, the industrial product marketing research man 
needs to be more technically oriented. This often requires a 
rather sophisticated knowledge of electronics, nuclear physics, 
exotic metals and other technical fields. If the researcher does 
not fully understand pertinent terminology and principles, he may 
do a superficial job or completely misunderstand information ob- 
tained from scientists or other technically oriented people. When 
working in areas of this type, he may be well advised to develop 
the research approach and then use a highly technically oriented 
man on the project; he can then assist in the interpreting and 
presenting of findings and recommendations. In our firm, for 
example, we find it increasingly necessary to use scientists from 
our associated company, Booz, Allen Applied Research, Inc. To- 
day, many problems have important technical dimensions. 


Customer Interview Coverage 


The manufacturing and distribution pattern of industrial prod- 
ucts is also more complex than that for consumer goods in many 
cases. This may require investigating a greater variety of 
sources when undertaking a general marketing project. However, 
the number of interviews required from each source in an in- 
dustrial survey generally can be restricted. For example, in new 
product appraisal, interviews with relatively few of the principal 
industrial product users will quickly sort out the technical and 
economic aspects. Once these are known, it is not usually neces- 
sary to check with large number of other potential customers un- 
less there are basic differences in manufacturing processes or 
management philosophy. In contrast, appraisal of a new consumer 
product generally requires a series of extensive interviews prob- 
ably numbering in the hundreds. 


Source Data 


Although considerable strides have been made in recent years 
by government agencies, trade associations and trade publications 
to develop statistics for industrial products, such coverage does 
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not match data now available to manufacturers of most consumer 
products. Syndicated services can provide much detail to many 
consumer goods industries regarding sales by brands, by channels 
of distribution, by geographic area and other relevant factors, 
This means that the industrial market researcher frequently 
needs to be more imaginative than his consumer goods counter- 
part in developing reliable marketing data. 


In conclusion, it should be emphasized that substantial chal- 
lenges face the industrial marketing research man. Our experi- 
ence indicates that management appreciation of this function in 
the industrial field has been slow in its development but that it is 
growing at an accelerated rate. With this realization, students, as 
well as today’s practitioners, will be better prepared to meet the 
marketing challenge ahead. 


* * * * 
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20. INDUSTRIAL ADVERTISING 
John C. Maddox* 


Industrial advertising may or may not be less important than 
consumer advertising. It depends on a number of considera- 
tions and points of view. It is probable that industrial ad- 
vertising is more intensive, selective, and rational in its 
appeals. Also distinguishing advertising from marketing 
objectives may be more difficult, because of multiple- 
buying influences and longer time lags. And as might be 
expected measuring results is even more difficult. 


ET’S start with a few assumptions as to what we are talking 
about. First, that by distinguishing characteristics we mean 
industrial advertising is different from consumer advertising in 
ways that are important for advertising and marketing people to 
recognize and implement in their programs. Let’s also clear 
the decks by recognizing that there are no distinctions whatsoever 
between industrial and consumer advertising in the requirements 
for clearly defined purposes, creative imagination, and visual and 
verbal skills. 
Differences that should be given more careful appraisal than 
they have to date show up when we look at three key areas of deci- 
sion and action. 


The role played by advertising in the total selling job; 
The definition of advertising objectives; 
The measurement of advertising effectiveness. 


THE ROLE PLAYED IN THE 
TOTAL SELLING OPERATION 


It has almost become a standard cliche to say that industrial 
advertising must carry a much smaller proportion of the total 
selling load than consumer advertising because of the simple 


*John C. Maddox, Senior Vice President, Fuller and Smith and Ross, Inc., New 
York. 
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economics of mass marketing—and the comparative ease of mak- 
ing the consumer purchasing decision. This is not because in- 
dustrial advertising has been proved to be less effective per unit 
of profit produced, but because it seems to be dictated by simple 
logic. 

It is possible that this is one of those sweeping generalizations 
which in the absence of reliable measurements of advertising ef- 
fectiveness, seriously understates the profit potential in industrial 
advertising. Very few industrial advertisers really know why their 
advertising budget is 1.2 per cent of sales instead of 2.1 per cent. 
An approach based on the advertising expenditure per dollar of 
profit instead of per dollar of sales might well change some com- 
monly held notions about industrial advertising’s productivity. The 
simple fact is that the profit margin per cent on industrial goods 
is much larger than on most mass marketed consumer goods. On 
this basis alone, industrial advertising could have a lower ef- 
ficiency on exposure per dollar cost and still be more productive 
of profit per advertising dollar spent—zf the time lag between 
awareness of need and purchase decision is properly recognized. 

In order, however, to accumulate some meaningful knowledge 
of what goes on with regard to advertising expenditures and profit 
production it would first be necessary to shake up some of the 
standard bookkeeping practices. The twelve-month calendar in- 
vented by Pope Gregory XIII in the year 1582, and rigidly adhered 
to by classical accounting almost ever since, completely ignores 
the long time lag between awareness of need and purchase decision 
which is present in the marketing of most industrial products. 

Consumer products are most frequently bought on impulse or 
with very short consideration. Industrial products frequently call 
for time lags varying from five months to five years depending on 
urgency, integration complexity, and engineering requirements. 
This complicates the measurement of advertising effectiveness 
without which productive planning cannot be done. The long time 
lag also plays hob at times with the total net effectiveness of an 
advertising program because budgets that are set and rigidly 
managed on a twelve-month calendar basis are subject to whimsi- 
cal tinkering which all too frequently completely destroys the 
ultimate payoff in profit produced. 

This difference in time lag also operates in an entirely dif- 
ferent way in its effect on advertising copy and media. Motiva- 
tional Research on Industrial Purchases to the contrary, the long 
time required for final decision-making demands a completely 
different tone and content from that which is appropriate to con- 
sumer advertising. This is primarily due to the fact that 


I 
m 
pe 

d 
si 
m 
p 
h 
fo 
ly 
be 
ge 
pe 
i 
lo 
i 
jc 
ti 
at 
V 
W 
le 
p 
fc 
n 
p 
fc 
fe 

0 

l 

f 

f 
LX UM | 


INDUSTRIAL ADVERTISING 195 


most industrial purchase decisions are made by more than one 
person. And this in turn grows out of the fact that the average in- 
dustrial product has more aspects to be considered than that it 
simply sweetens the breath or instantly stops itching. 

In addition to the time lag, the fundamental human reasons for 
making industrial purchase decisions demand a different copy ap- 
proach. Consumer decisions almost inevitably relate to the 
human person—his needs and desires. The industrial decision 
relates to the impersonal needs of an impersonal organization— 
for the most part, organized for profit. A comfortable chair for a 
typist is not really bought for her personal comfort. It’s bought 
because if she’s not comfortable she won’t like it here—and that 
gets expensive. The result is that rationality plays a more im- 
portant role as compared to consumer decisions. The overwhelm- 
ing proportion of consumer purchase decisions are made for non- 
logical rather than logical reasons. The motivational aspects of 
industrial purchase decisions (which revolve primarily around 
job security and personal ambition) are only modifiers of the ra- 
tional economic elements of these decisions. 

There is one other distinction between industrial and consumer 
advertising which is of considerable importance to the role ad- 
vertising can play in the total selling job. This has to do with the 
working of a principle of selectivity. 

The range of personal wants of the consumer is almost end- 
less. His exposure to things wanted is almost as wide. From one 
page to the next in a typical mass audience publication his yens 
for acquisition are stimulated and solicited—a new car here—a 
new basement playroom there—and so on ad infinitum. The com- 
petition in his mind is massive and diffuse. This is fertile ground 
for non-logical and emotional appeals to trigger purchase action. 

In great contrast, the buyer of industrial products has very 
few alternatives among which to choose. He does not daydream 
about the relative delights of a new turret lathe versus a fleet of 
lift-trucks for the warehouse. He has been hired by his manage- 
ment to direct his attention sharply to limited and specific areas 
of discrimination. And he does. This is why he reads his busi- 
ness and trade papers so avidly. And even within these pages he 
is still selecting what he will read with great discrimination. 

If this is true it should follow that the average advertisement in 
a business or trade paper is selected for perusal by a smaller 
proportion of the total audience than the average ad in a general 
publication. This has been demonstrated to be true. It should also 
follow, however, that those advertisements that are more care- 
fully selected by business-minded readers are read more 
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intensively than the typical consumer ad. This has also been 
clearly demonstrated in a study of a wide range of publications. 

The over-labored point of all this is simply that if you have to, 
you can say more in an industrial advertisment before you reach 
the saturation point than with the typical consumer product. And 
this is fortunate, because in many cases there is a great deal 
more to say that’s pertinent to a multi-person purchase-decision, 
This principle probabiy applies whether a product is being sold or 
the company. Which leads us to the next important area of 
distinction. 


THE DEFINITION OF ADVERTISING 
OBJECTIVES 


For years advertising and marketing people have been be- 
fuddled by the failure to distinguish between advertising objectives 
and marketing objectives. This has been the most important single 
obstacle to the improvement of advertising effectiveness in all 
product fields. And there has probably been more befuddlement in 
industrial advertising than consumer advertising where failure to 
produce visible and early results is more rapidly pursued by 
bankruptcy. 

Objectives of any kind can be realistically and intelligently 
stated only in terms of what can be accomplished. It is only in the 
rarest instances that advertising all by itself can increase sales. 
Yet year after year advertising objectives have been defined as 
‘‘to increase sales X per cent’’—or ‘‘to increase share-of-market 
by Y per cent.’’ These are marketing objectives which require a 
complex of activities to accomplish, the total marketing mix. They 
are not advertising objectives. 

Neither is an advertising objective to get 200,000 people to 
read a message at a cost of half a cent per reader. This is only a 
mechanical step bearing on the efficiency with which advertising 
objectives may be attained. It is not an advertising objective. 

Advertising consists of words and pictures. All they can do is 
to communicate information and ideas that will produce a desired 
state of mind in selected individuals. That is all. It would seem 
sensible then that advertising purposes be stated in terms of 
states-of-mind, states-of-mind that are known or presumed to 
lead to the ultimate action desired. 

States of mind cover a wide range of values—from complete 
ignorance of product and company, through various degrees of 
awareness, understanding, approval, preference, and so on. 

To pin these down with some precision for a seemingly simple 
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product like cigarettes is difficult enough, but in the industrial 
product field it is very much more difficult. Some of the factors 
that cause this are the multi-person decision making and the 
long time-lag between awareness of need and purchase decision 
already referred to. 

The different individuals that get into the act of specifying a 
particular brand all see an advertisement through the screen of 
their particular job functions in the company. This may push 
toward saying too much—past the saturation point. The long 
time lag raises the question of whether to strive for simple 
awareness of availability or indoctrination concerning the techni- 
cal features which become increasingly important as the decision 
point is approached. 

One of the most critical needs is a knowledge of what should be 
said in the advertising to produce the right state of mind. Con- 
sumer product advertisers have been digging into this for years— 
with large and fast rewards for those who found the answers. 
Comparatively little work has been done in the industrial field in 
this direction. 

A study was recently completed among 1,500 users and pros- 
pects for a high-ticket industrial product in which sixty nine char- 
acteristics of product and company were evaluated by each re- 
spondent on semantic differential scales. A seventieth factor 
measured the intensity of their readiness-to-specify this par- 
ticular brand. 

Multiple and partial correlation analysis showed only six out of 
sixty-nine characteristics as having any significant correlation 
with the prospects having the highest level of ‘‘readiness-to- 
specify.’ It also showed that the rank order of importance of 
these items varied substantially between operating people and 
top management executives. this kind of information permits 
the writing of a very clear set of advertising objectives—as con- 
trasted with a definition which says ‘‘increase share of market by 
five percentage points.”’ 

One other confusing factor frequently arises at the top policy 
levels of an industrial advertiser when it is decided that a more 
desirable company image is wanted—and advertising is handed the 
job. You are all probably familiar with the almost inevitable tug 
of war that ensues between those who want to accomplish this by 
the product route and those who want only that the company be- 
come recognized as a dynamic, vigorous, outfit with unlimited 
growth potential. 

The clarification of this problem is about as rigorous an ex- 
ercise in logic and diplomacy as exists in the marketing business. 
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It has probably caused more ulcers in the agency business in the 
last five years than anything else. But here again, it can only be 
intelligently handled by reducing advertising objectives to states- 
of-mind of specific groups of people. 

The price-earnings ratio of corporate shares is a vital fact of 
business life today in the light of merger needs and aspirations, 
Providing the right information to the right people is an exceed- 
ingly critical challenge to many of today’s industrial advertisers, 

The third area of distinction between industrial and consumer 
advertising that is of importance is directly related to the diffi- 
culties of defining advertising objectives. 


THE MEASUREMENT OF ADVERTISING 
EFFECTIVENESS 


It is obvious that effectiveness cannot be measured unless 
someone has decided what effectiveness is. If effectiveness has 
been defined as the attainment of specific states-of-mind, the 
problem of measurement will have been greatly simplified. It 
can be as simple as finding out what per cent of printing press 
operators in the country can correctly identify the manufacturer of 
Super-Glazo paper, or as complicated as knowing the depth of con- 
viction held by architects concerning the technical capabilities of a 
manufacturer’s design engineers. 

In either case the problem is not so much the techniques of 
measurement, which are available and tested in a wide array, but 
of singling out the relatively few states-of-mind that are of criti- 
cal importance and beginning the accumulation of a continuing and 
consistent performance record that can guide advertising programs 
through the longer time lags necessary for industrial advertising 
to pay off. Establishing a bench mark, a beginning point, is indis- 
pensable. It is equally necessary to use exactly the same proce- 
dure in successive measurements if the first measures are going 
to be of any value. 

Everyone in the business of marketing these days is acutely 
aware of the need for better evaluation of advertising effective- 
ness. And there are a few basic questions that top managements 
are entitled to know the answers to. The stark simplicity of these 
questions and our efforts to answer them in the terms in which 
they are asked very frequently throw us off the track of measuring 
true effectiveness. For example, let’s take the four most basic 
ones: 
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Are we spending the right amount of money? 


Are we talking to the right people? 
Are we saying the right things? 


Are our messages presented with the best visual and 
verbal communications techniques? 


Much effort has been and is being spent to get answers to 
some or all of these questions. None of them are directly ad- 
dressed to the problem of effectiveness, per se. They are all 
auditing questions which seek to find out how well or poorly from 
an operational standpoint we are doing the things that produce 
effectiveness. 

Only by careful evaluation of cumulative experience in the cost 
of attaining specific advertising-goals can we ever really answer 
the questions of how much money to spend. 

Only by identifying those attributes of products and companies 
which have the most significance in producing a ready-to-buy 
state of mind can we ever know if we are talking about the right 
things in our advertising. 

It isn’t easy—but it can be done—and such knowledge can con- 
tribute greatly to the profitability of industrial advertising. 
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Baxter Fullerton* 


21. 


Industrial selling is considered here in terms of character- 
istics that distinguish industrial customers from ordinary 
consumers. Because of these characteristics salesmen need 
to have certain abilities and special guidance if they are 
to succeed. The more important of these factors are con- 
sidered in this paper. 


Ten Distinguishing Characteristics of Industrial 
Customers 


1. There are only a limited number of them. 

You cannot pick and choose from an almost unlimited po- 
tential as you can with many consumer items, and, there- 
fore, the salesman has to know how to get along with all of 
his potential customers. 

You live with your mistakes a long time. For the long pull 
you need a salesman with good judgment who stays out of 
trouble more than a silver-tongued orator who may have a 
tendency to overstate his case. 


2. They must have a current need—theirs is a ‘‘derived demand.”’ 
The salesman can create a demand if there is a need be- 
cause often this need is unrecognized by the customer, but 
if there is no need because of poor business or an ample 5 
stock of your particular product, there is no chance fora 
sale. 
The salesman needs, therefore, the ability to properly 
time his calls on selected customers. 


3. They have economic buying motives—but they’re still human 
beings. 6 

As individuals they either own or work for companies whose 

business it is to make money and they expect your product 


*Baxter Fullerton, Director of Marketing Services, the Warner and Swasey 
Co., New York. 
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to contribute to that process. The salesman needs, there- 
fore, not only complete product knowledge but a knowledge 
of the economic factors involved with the use of his prod- 
uct. 

We’re still dealing with people however; they are not 
dutomatons. They have fears, likes, dislikes, mental blocks, 
pet theories that are wrong, and the salesman has to deal 
with these conditions. In fact, the complexity of many in- 
dustrial products leads to a combination of buying motives 
that are sometimes impossible to sort out. 

We need, then, a perceptive salesman—one who is sensitive 
to individuals and constantly looking for clues as to ‘‘what’s 
going to make this man buy.’’ 


4, For each customer—especially large, important customers— 
there are many different individuals with buving influence. 


It’s popular in industrial selling these days to talk about 
the rise of ‘‘committee buying’’ but this is not a new 
phenomenon. 

The shop superintendent may be on a purchasing committee, 
but he reflects the likes and dislikes of his foreman and the 
foreman, in turn, reflects the likes and dislikes of the 
operators. Everyone who comes in contact with a machine 
tool, for instance,—and there could be dozens—has an in- 
fluence on the purchase of additional equipment. 

The salesman’s job is to sort all these influences out to 
know who is the strong man, or men, and spend his time and 
efforts accordingly. I’m convinced that a perceptive sales- 
man will know more about the buying influences in a par- 
ticular customer’s organization than the influences them- 
selves know. 


5. They are ‘‘professional’’ buyers who are well informed. 


This fact is true whether you’re selling supplies to the 
purchasing agent or machines to an equipment engineer. 
Therefore, the salesman cannot be a bunco artist. He must 
know his product and its applications better than those 
whose business it is to know these things. 


6. They want information about your product. 


As individuals it’s their job to listen to your story if they 
think it will help their company. You’ll get a hearing and 
you’ll continue to get a hearing as long as you have some- 
thing helpful to offer to them. 

The salesman is fulfilling a real economic function and both 
he and the customer realize it. 
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7. They are not impulse buyers—there’s often a long ordering 
cycle. 
Proper documentation and factual material, along with a 
sales presentation, is far more important than a flashy 
package or other well-known devices to influence ordering 
in consumer purchases. Persistence and patience are a 
prime requisite for a successful industrial salesman. 


8. They are conservative buyers who resist change. 
If a machine or a certain type of supply item is doing a good 
job and causing no trouble, the customer has every reason 
to want to stick to it. As individuals they answer to too 
many people, if they change suppliers and their choice is 
wrong. They often have ‘‘everything to lose and nothing to 
win’’ by changing accepted methods or suppliers. 
This built-in conservatism may not be a good thing for their 
company but it’s a fact of life in industrial selling. 
A good salesman, therefore, will move heaven and earth to, 
1) break into an account, and 2) turn the account into a sat- 
isfied customer when he does get a chance. 


9. They have a natural gregarious interest in their work as it in- 
volves your product. 

Shop people, especially, like to talk about their successes 
and about their problems. They have a natural interest in 
their work or they wouldn’t be in it. The successful sales- 
man knows how to draw out this type of information he 
needs to know whether or not his product has an application. 
It is not very often necessary for him to shoot in the dark in 
making presentations even to new customers. 
It?s important, also, that the salesman should sincerely 
share the same real interest the customer has, whether it’s 
in how to machine a certain part or to use a new type of 
business form. 


10. They rely heavily on—and contribute to—‘‘word of mouth’’ 
advertising. 

The ‘‘word’’ gets around. No amount of good salesmanship 
will overcome a poor reputation. Successful installations 
become the No. 1 selling tool, both as used directly by the 
salesman and in the indirect passing of information at var- 
ious industry and occupational meetings. This is the No. 1 
fact of industrial selling. Satisfied customers are your 
No. 1 asset. The salesman’s after-sale efforts towards 
this goal are more important than his before-sale efforts in 
obtaining the order in the first place. 


Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


D. Behavioral Disciplines in 


Teaching and Practicing 


Marketing 
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22. THE BEHAVIORAL SCIENCES IN 
THE TEACHING AND PRACTICING 
OF MARKETING 


Edward L. Brink* 


HE subject of this session, as you can plainly see by your 

program, refers to the practice and use of the behavioral sci- 
ences in the market place and in teaching the subject in the uni- 
versity. Previous sessions have dealt with the limited aspects of 
this application in marketing research and in advertising. Here 
we are concerned with the concept of the total marketing opera- 
tion, 

In trying to satisfy my own curiosity on the subject I have al- 
most convinced myself that I for one really don’t know what be- 
havioral sciences are as used inthis context. In fact, we may be 
doing an injustice to the consumer by trying to make him as 
understandable and predictable as a rule or law in the physical 
sciences. We see constantly examples of his unpredictability when 
we as marketing researchers or forecasters try to ‘‘second 
guess’? him in the market place. A recent issue of Business 
Week (Dec. 23, 1961) contains an article on the new ‘‘I am me’’ 
consumer. They point out the shift, as they see it, away from 
buying to impress the community in which the consumer lives or 
to attain new status symbols. They see the consumer now buying 
to express identity and to impress himself rather than others. 

It seems to me that if we look at this reported change in con- 
sumer behavior, and others that have occurred historically, three 
factors emerge. They are not necessarily new factors, but I be- 
lieve that they are relevant. 

First, as consumers enter into the consciousness of a materi- 
alistic or ‘‘things’’ realm they develop as human beings. Second, 
this growth or development in turn implies an acceptance of those 
things which create a more harmonious sense relationship for the 
consumer. Finally, the acceptance of these various things (and 
the rejection of others) implies the power of adaptability. Con- 


*Edward L. Brink, Associate Professor of Marketing, University of Pennsyl- 
vania. 
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sequently we search for signs of the physical power of adaptabil- 
ity. However, we find it in the plasticity of the brain. At last we 
are forced to the conclusion that if the foregoing be true, the psy- 
chic manifestations of plasticity can be said to be realized through 
the age old tendencies of curiosity, desire, necessity and imita- 
tiveness. 

It is here then that we might well look for some rules which 
allow us not only to explain the past but as in any theory to foresee 
and predict in this area of universal human qualities. How suc- 
cessful we will be is a future judgment. The question quite simply 
is ‘‘can a mutual understanding between behavioral sciences and 
marketing lead to the more efficient performance of a complex 
and important task?’’ I leave it to you today to form some little 
concern for this question after we have heard our speakers and 
our discussant, and then to work toward the future judgment. 
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23. THE GENERAL SYSTEMS 


APPROACH TO THE STUDY 
OF MARKETING 


George Fisk* 


In the "General Systems" approach marketing agencies are 
viewed as units of an organized behavior system composed 
of aggregate and constituent channels of marketing through 
which flow inputs of work and outputs of utilities. These 
are collected, sorted, and dispersed according to the deci- 
sions of controllers in enterprises which set the aggregate 
channel goals, subject to the constraints imposed by folk- 
ways, mores, competition, and government. 


LESSONS FROM THREE WISE MEN 


O celebrate the Christmas season this paper might be appro- 

priately if irreverently titled ‘‘What I learned from the three 
wise men: the ABC’s of Marketing.’’ The ‘‘General Systems’’ 
concept is no newcomer to our discipline, even if its terminology 
is drawn from cybernetics. 


A. Organized Behavior Systems. Let us begin with Afor Alderson 
who in 1950 pointed out that marketing systems were organized 
behavior systems characterized structurally by their parallelism, 
seriality, and circularity. 

The goals of marketing systems are survival and adaptation to 
the environment provided by consumers, competitors and the 
social sanctions imposed by folkways, mores, and government, By 
borrowing concepts from ecology, Alderson was able to identify 
basic interrelationships which have since become the focus of re- 
search for a number of marketing studies and Ph. D. dissertations. 


B. Flows in Marketing Channels. B is for Breyer whose book The 
Marketing Institution published in 1934 anticipated Norbert Weiner 


*George Fisk, Associate Professor of Marketing, University of Pennsylvania. 


207 


G 
| 
h 
h 
d 
xX 
e 
d 
|| 


208 SOCIAL RESPONSIBILITIES OF MARKETING 


by using the ‘‘electric circuit’’ neurological connections complete 
with what later were christened ‘ ‘feedback circuits.’’ The whole 
mechanism had to be activated to overcome time and space fric- 
tions in order to move goods through distribution channels which 
even then were recognized as something more than the ‘‘course 
taken by goods and ownership flows from producer to consumer,” 
In Quantitative Systemic Analysis written in 1949 Breyer recog- 
nized that the flows of marketing had to be costed separately and 
that there were characteristic patterns of marketing agency con- 
nections for every class of goods, It was he who with rare insight 
first perceived the necessity for distinguishing between constitu- 
ent, unit, and type channels. He developed a schematic flow chart 
which was the antecedent of the aggregate channel concept, It has 
been a continuing mystery to us at Pennsylvania to understand why 
among academic marketing students his work is so little known 
and employed in conceptual and mathematical model building, for 
Breyer is surely a living pioneer in marketing. 


C. Fundamental Processes. C is for Cox whose breath-taking an- 
alytical talents are far better known to readers of the marketing 
literature. Building on Breyer’s flow concept Cox was able to 
show how goods are collected, sorted, and dispersed in the ag- 
gregate and constituent channels. In Marketing in the American 
Economy he clearly identified the flows which my students know as 
POPNFROP: Physical possession, Ownership, Promotion, Nego- 
tiation, Financing, Risking, Ordering, and Payment. In ‘‘Marketing 
Costs of House Building Materials’’ which appeared under Cox’s 
name along with that of C, S. Goodman in the Journal of Marketing 
for July 1956, he showed how these concepts could be made opera- 
tional in an accounting sense. It is but a short step from this 
work to the computer simulation of marketing systems being con- 
ducted today by Fred Balderston and Austin Hoggatt at the Berk- 
eley Campus of the University of California, and by Jay Forrester 
at M. I. T. 


A. Dimensions of the Concept. Since my task is to show how 
‘‘General Systems’’ theory can be used in the teaching of market- 
ing, I would like to identify the concept more specifically, and then 
in the time remaining present illustrations of its organizing power 
for classroom use, 

A system is any collectivity of traceably interacting variables 
and attributes. Hence in marketing one must be prepared to des- 
cribe interactions either in word pictures or in mathematical 
language still too unfamiliar to too many of us, 
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Ecologists recognize that even inorganic systems are set up so 
that they initiate compensatory actions when equilibrium is dis- 
turbed. Biologists are fond of experiments in which living organ- 
isms reconstitute amputated members thus demonstrating the 
drive for stasis or equilibrium in such low forms cf life as simple 
cellular sponges and coniferous trees. Such systems give the 
appearance of rational goal seeking when in fact they are like W. 
Ross Ashby’s homeostat circuit built to hunt for equilibrium when 
disturbed. 

Marketing systems are of much higher order than this in that 
they are social organizations seeking purposefully ends which are 
often incompatible. Consequently decisions have to be made by 
someone concerning the order of preference to be given to such 
goals as power, prestige, market share, profit and survival. 
Decisions also have to be made concerning the means to be em- 
ployed to attain the goals which have the maximum combination of 
utility for the marketing system in question. This kind of market- 
ing system we shall refer to as micro-systems in contrast with 
the economists’ self-regulating closed supply-demand-price sys- 
tem which may be explained entirely in terms of those three 
variables and is therefore a closed system. 

Marketing systems are ‘‘open systems’’ in which exogenous in- 
fluences are always at work. There is aninput and an output which 
even the best minds thus far cannot fully specify. Unfortunately 
all the work in utility theory does not yet enable us to measure 
very well two of the most basic marketing outputs: ideas in the 
form of aspirations and expectations, and secondly satisfaction 
derived from consumption. However for most purposes we can 
trace such outputs as sales, purchases value added, the number 
and tonnage of physical units delivered over channel units of time. 
We also have measures of inputs such as man-hours of labor, 
wages paid, investment, electrical and other forms of energy con- 
sumed in producing marketing outputs. Thus we have reasonably 
good measures of efficiency even though our measures of effec- 
tiveness are still wanting for precise expression. 


B. Decision Making. These ‘‘open systems’’ do not arrive at 
decisions either by the ‘‘invisible hand’’ or by the fiat of dictators, 
although the latter can reduce the boundaries within which the 
macro-system is permitted to operate. These macro-marketing 
systems arrive at decisions by consensus at the aggregate level, 
and by individual choice of a decision maker within a firm. In 
free economies consensus is largely achieved by acting on infor- 
mation produced by the supply-demand-price mechanism. In 
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regulated economies more emphasis is placed on planned alloca- 
tions based on costs of achieving specified alternative national 
goals, Even in macro-systems operated according to rational 
planning instead of consensus consumers have a suprising resili- 
ence and market power which is used to determine what shall be 
produced. If a dictator does not feed, house, educate, and provide 
medical care for his countrymen, they must exercise the tragic 
option of dying off. Thus at levels of consumption inconceivably 
low by American standards consumer satisfactions influence 
demand. Within somewhat narrower limits than in a political 
democracy consensus still operates therefore. 

At the micro-system level in an enterprise economy aggregate 
marketing channels are often under the control of a single firm in 
the sense that a single enterprise directs the allocation of re- 
sources for all agencies in the channel without interfering with the 
objectives of independent agencies which participate in the channel 
flows. Manufacturers, farm marketing cooperatives, wholesale 
cooperatives, retail chain and buying cooperatives are illustrations 
of integrated organizations who direct the activities of other chan- 
nel agencies by their choices among goals. These controllers or 
decision makers do not set goals for other firms in the constituent 
marketing channels, but they do decide what kind of agencies shall 
be combined to form the distribution network for systems they 
organize. In this sense their executives control by optimizing, 
sub-optimizing, maximizing, and minimizing, the work input com- 
binations of mcro-marketing systems. 


C. Curriculum Organization. How can all this theorizing contrib- 
ute to the edification of the introductory marketing student? The 
joint contribution of the three wise men gives us one helpful an- 
Swer: use an ecological framework for the analysis of micro- 
systemic or aggregate channel performance. 

With one notable exception, Marketing in the American Econ- 
omy, every introductory text in the field talks about the channel of 
distribution, by which is traditionally meant agencies participating 
in the flow of ownership. This of course excludes most agencies of 
negotiation, risking, financing, marketing information, and phys- 
ical handling which do not participate in the ownership flow. These 
agencies are then described in stupefying detail and related to the 
aggregate flow in the same way children play the blindfolded game 
‘*Pin the Tail on the Donkey.’’ 

Some of you may be wondering where the behavioral disciplines 
come into teaching the ‘‘General Systems’’ approach to marketing. 
At the outset I mentioned goal motivated behavior which should 
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conjure up for many the image of Clark Hull’s learning paradigm 
stated most simply as want something, see something, do some- 
thing and get something. Following in the same sentence was the 
rapid fire mention of sociological, anthropological and political 
science terms used to identify constraints on the system. I have 
sometimes wondered if the marketing skills of economists who 
play with blocks were not responsible for sudden public acceptance 
of concepts which political scientists could barely explain to 
generations of students. This leads me to afinal observation about 
the contribution of marketing students to the instruction of other 
behavioral scientists via the ‘‘general systems’’ approach. 

In the ‘‘general systems’’ approach marketing work inputs and 
utility outputs of economy wide macro and aggregate channel 
dimension micro-systems are treated as flows (POPNFROP) and 
fundamental processes of the entire system. Thus far we have not 
succeeded in building an integrated curriculum just fifteen weeks 
in length which will permit us to deliver a flow and process anal- 
ysis of marketing. Nor can we expect to do so until we have much 
better inter-industry statistical data specifically designed for this 
purpose by the Department of Commerce and other research or- 
ganizations. Therefore using the conceptual apparatus provided by 
marketing theorists, I can envision a revision of a number of 
time honored statistical series in the field of business which do 
much to advance our understanding of how marketing relates to 
economic growth, political power, and cultural change. A more 
valuable use of marketing as a behavioral discipline I cannot 
imagine. 


24. MARKETING AS A SOCIAL 
DISCIPLINE 


David B. Hertz* 


Marketing is to be considered a "discipline" because we 
need to understand and control the movement of goods and 
services among suppliers and users to provide personal and 
social utilities. The various behavioral science disciplines 
are not in themselves sufficient for this task. Marketing 
managers make decisions which affect the user, supplier, 
material and international economics. If decisions in mar- 
keting are to be based upon understanding, there are a se- 
ries of social discoveries and analytical descriptions which 
must be made in both specific and general cases, leading 
to the construction and carrying out of experiments. Ex- 
amples of the detailed chain of understanding required lead 
us to say that marketing succeeds or fails as it is able to 
provide an adequate basis for examination of decision al- 
ternatives. 


Introduction 


HE development of understanding and control of the movement 

of goods and services among suppliers and users to provide 
personal and social utilities is the task of those who are interested 
in furthering knowledge in the field of marketing today. I shall 
not belabor the lack of methods, tools or theory for accomplishing 
these objectives. Nor, on the other hand, do I intend to make a 
great deal of actual accomplishments to date. What I should like 
to do in this discussion is outline the content of marketing as a 
social discipline and indicate some possible paths for its future 
accomplishments. 

The reason marketing is to be considered a ‘‘discipline’’ is 
the requirement that we understand and control a part of the 


*David B. Hertz, Director of Operations Research, Arthur Andersen & Co., 
New York. 
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world around us. We want to know enough about what goes on in 
the chain between producer and user to be able to change the 
process of decision making to achieve reasonably predictable 
changes in the world. We, of course, can accomplish this by hit or 
miss methods or by trial and error, but ultimately the most sat- 
isftactory results will be achieved when we undertake to produce 
the desired changes through understanding and knowledge of the 
mechanisms whereby these activities take place. This is no easy 
task and I do not propose to indicate that I have any simple an- 
swers that will lead to the construction of a clear-cut discipline 
for solution to the many problems marketing raises. Measure- 
ment, psychology, economics, demography, philosophy, anthro- 
pology, among others, are devoted to understanding parts or 
whole social systems and, in effect, providing means for making 
such decisions in the systems as will achieve specific goals. 
Certainly, all of these are related to marketing as a discipline; 
yet none of them is in itself sufficient for the marketing task. 


Marketing as Decision Making 


Many decisions in marketing are made by default or witha 
complete lack of knowledge of possible consequences. The mar- 
keting decision maker cannot be blamed for this, since he does 
not have the understanding which will allow him to act differently. 
And in this world it is not possible to avoid decisions. Any good 
marketing man will tell you that he who hesitates is not neces- 
sarily lost, but will probably lose his turn. From the point of 
view of an examination of marketing as a social discipline, we 
need not concern ourselves with the fact that we don’t know enough 
but rather with what we should know in order to do a better job. 

To try and relate some of the present academic disciplines to 
the problems of marketing, let us try and see what it is needed to 
study in analyzing the ebb and flow of goods among users and 
makers. This is, of course, a personal view of the broad sweep 
of marketing and is what I believe makes marketing an exciting, 
interesting, important and essential discipline in today’s world. 
The marketing man will be making decisions which have an effect 
on the user, on the supplier, on the country’s economics and on the 
economics of the world. It may be hard to comprehend that any 
Single marketing decision could be quite so important but in the 
long run aggregate results of many marketing decisions add up to 
the world as we find it today. 

In making decisions of this nature which are based on under- 
standing we must do at least the following: 
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Discover and describe the role of economic choice as 
it relates to individual behavior; 


Discover and describe the role of decision processes 
relating to economic choice in social units; 


Discover and describe the effects of value systems on 
economic choice and economic decisions; 


Combine these choice characteristics and economic 
relations in descriptions of subsystems of the econ- 
omy which include both user and maker; 


Expand these subsystems into models of larger sys- 
tems which describe the effect of decisions by sup- 
pliers of goods and services on user-supplier 
relationships and on changes in the value system 
environment; 


Construct models of decision-making methods based 
on an understanding of the relationships discovered 
and described so as to provide the decision maker 
with foreknowledge of the likely results of specific 
actions; 


Construct experiments to indicate the areas of validity 
of various statements of relationships and decision 
methods; 


Carry out experiments to test the results of action on 
some less than global scale, examine evidence, and 
make statements of inferences based on the evidence 
which should lead to new questions and new attempts 
to discover and describe the elements discussed pre- 
viously. 


Requirements for Marketing Understanding 


These tasks are sweeping in nature and place a heavy burden 
on those who study and teach marketing to provide the skills 
which will enable the tools and methods of the future to be con- 
structed. Marketing as a social exploration has much to con- 
tribute to our knowledge of individual and group behavior. Indeed 
it is very clear that from the beginning of marketing studies the 
behavioral aspects have been the most meaningful. The recent 
amalgamation of behavioral technique with the decision process 
approach of the operations research workers has begun to make 
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explicit the kinds of payoffs which are available when the right 
questions are asked of the world around us. The new marketing 
discipline will be an admixture of what we now call marketing re- 
search with many of the theories and methods of the social sci- 
ences. It has even been stated that the marketers of the future 
will ‘‘more and more become administrators of complex combina- 
tions of operations research teams... moderating among com- 
peting researchers with competing research disciplines.’’! What 
is it that these researchers will attempt to provide? Simply a set 
of statements, theories if you will, about some part of the world 
which can be used to enumerate or display the likely consequences 
of alternative actions on the part of marketing decision makers. It 
has often been stated that a major purpose of operations research, 
for example, is to provide decision makers with a quantitative 
basis for making decisions. This is not completely true—in fact, 
most executives probably have lots of quantitative bases for mak- 
ing decisions. The issue is whether the results which are pro- 
posed as being likely consequences of some action or actions are 
more nearly true when developed from one specific model of so- 
cial relations as compared to another. 

The need for discovering and adequately describing relation- 
ships in the social organizations comprising user and supplier 
lies at the motivational heart of all marketing work at any level of 
abstraction. It seems to me that this is what provides the critical 
basis for marketing as a discipline. It seems to me also that it is 
possible to trace any analysis which is recognized as interesting 
in the marketing field to a specific set of social relationships. 
Obviously, these relationships may either be among individuals as 
individuals or among individuals as members of larger groups. In 
the operations research context inventories, waiting lines, games, 
allocations, are all social phenomena. Powerful solutions from a 
decision making standpoint to problems posed in the marketing 
area are influenced to a large extent by our grasp of the setting of 
the particular problem and our ability to visualize the crucial 
factors influencing the consequences of actions. To a certain ex- 
tent, merely to recognize the existence of alternatives in the de- 
cision process and perhaps, more importantly, ways of valuing the 
cost and revenue consequences of these alternatives, requires 
relatively profound knowledge. As a simple example the quantita- 
tive approach to inventory problems has taught us to examine with 


1. ‘Proceedings of the 43rd National Conference of the American Marketing 
Association’’, June, 1960, Page 169. 
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care demand distributions so as to supply specific levels of cus- 
tomer service with a minimum inventory cost. The demand dis- 
tributions which we discover empirically may fall into any one of a 
number of statistical families. The important question from the 
point of view of marketing as a discipline is to provide a basis of 
understanding as to why a specific distribution applies to a given 
product demand. Further, from a decision making point of view 
certain kinds of distributions are more profitable than others. 
Some have differing effects on competition. What alternatives are 
available to the marketing decision maker to change the nature of 
the distributions of demand? These are questions which require of 
marketing not only an understanding of what it is the inventory 
theorist is talking about, but, more profoundly, what it is that, the 
population demanding the particular product does to produce the 
empirical results. 

Under the circumstances described as being necessary to 
achieve adequate accomplishments in marketing, it seems es- 
sential that we recognize the emergence of a new and far reaching 
social discipline. If marketing is to fulfill its promise and achieve 
some of the things that certainly seem possible, those who are 
trained to be professionals in the field must stand ready not only 
to make use of the tools of other disciplines and the results of re- 
search workers in various fields, but to integrate them into a 
single wider social context. I believe we can take as given the 
fact that all the disciplines I mentioned earlier as well as others 
not mentioned and mathematical and methodological tools are part 
of the marketing story. But I think we can also say that none of 
them are enough. Marketing survives or fails to the extent that it 
is able to provide an adequate basis for examination of decision 
alternatives. It certainly provides such a basis today, but one can 
raise the question of adequacy. In any set of decisions taken over 
a wide range of decision makers, some will be much more right 
than others. As a matter of fact, on the basis of the pure 50-50 
chance of being right or wrong, if there are enough decision mak- 
ers, there is a reasonable probability that some of them will be 
right all of the time. With a little intuition and a little faster foot- 
work, it should be obvious that some decision makers in marketing 
will come out way ahead of others. For the development of a 
discipline, the fact that the good decision makers exist is not 
enough. In fact, we need to make the decision making process 
even more difficult and require even more intellectual ‘‘discip- 
line.’’ Arbitration among competing models of a social process to 
decide which has the keener and more valid penetration is a funda- 
mental requirement for genuine marketing understanding. 
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The New Marketing Discipline 


We wish, through understanding, to conceive means to specify, 
take action, evaluate results, and thereby establish the concept of 
our ability to control a specific situation. In this concept, the 
crisscrossed web of theoretical notions, information concerning 
relationships and value systems begins to take shape and assume a 
kind of structure which allows us to make decisions with con- 
fidence. As we bring the complex set of social phenomena under 
attack, our first attempts to visualize critical relationships and 
stable parameters are likely to be crude, even weak and futile. 
However, as we achieve success and bring these crucial elements 
to the fore—those which will tell us what is a state of control—we 
may then begin to understand how and why some decision makers 
achieve not just adequate, but extremely successful results by 
intuition, 

As an example, let us briefly examine the retail marketing of 
fashion merchandise. The selection of stock, its pricing, its re- 
ordering, its variety in color, size and other features, has always 
represented the height of an intuitive art to the marketing decision 
maker. In fact, when a detailed study is made of this situation, 
one is inclined to agree that the chaotic pattern of turnover and 
profits exhibited by so many marketing units in this field must be 
an inherent characteristic. Deeper and more detailed study will 
begin to reveal an underlying social pattern—as it turns out, each 
department, store, price line, and city combination has its own 
fundamental parameter which is extremely stable over time. This 
has turned out to be the life cycle or style life of a new style. Ap- 
parently, a social process of development between customer and 
store over time leads to this stable parameter. Once it is under- 
stood and measured, one can make a whole series of decisions 
with confidence and strength that were possible only on the basis 
of guesswork before. There is no question but that this is a social 
discovery. It is likely that the kinds of influence as among de- 
partmental and price line units, cities, stores and customers can 
be further isolated and studied, utilizing knowledge of the exis- 
tence of this stable parameter. 

It is this kind of uniformity or even ‘‘law’’ of nature which 
marketing as a discipline must undertake to discover. Psychology, 
anthropology, economics, as well as some other disciplines could 
undoubtedly offer explanations for this particular phenomenon, 
but, in fact, it is a marketing phenomenon created by marketing, 
sustained by marketing and to be changed by marketing decisions. 
Thus is nature represented in a social context to the scientists of 
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marketing. We cannot tell in advance how these uniformities or 
laws will look nor what form they will take. We do know that 
there are many difficulties and that we only now dimly perceive 
possible underlying structural characteristics. From the market- 
ing discipline point of view, as we proceed to develop ways of 
looking at phenomena and as we proceed to construct and carry 
out experiments we hope we will be able to make statements 
about decisions, social relationships, stability in broader and 
broader contexts. It is the development of such statements which 
the new marketing discipline must comprise. We must remember 
that we are attempting to formulate programs for action with 
respect to very specific types of social phenomena. To formulate 
such programs for action requires understanding as well as meas- 
urement in a total context. I suppose this is what is meant today 
when we talk of ‘‘total marketing’’ or ‘‘marketing systems.’’ We 
are trying to provide a continuous stream of value satisfaction 
for a changing set of consumers and trying to do so within the 
constraints of resources available to us. In general, this holds no 
matter what economic and social structure underlies the marketing 
and distribution system. 

It is time that we gave up attempting to perceive simply from 
the ‘‘known’’ of our current sciences. We must look on the mar- 
keting scene in a holistic sense and provide and decision makers 
with a structured base of understanding of their problem. As 
Collingwood has put it ‘‘. .. knowledge advances by proceeding 
not from the known to the unknown but from the unknown to the 
known. Obscure subjects force us to think harder and more sys- 
tematically, sharpen our wits and thus enable us to dispel the fog 
of prejudice and superstition in which our minds are often wrapped 
when we think about what is familiar to us.’’ 


2. ‘‘An Autobiography”’ by R. G. Collingwood, Oxford, 1939. 
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25. DISCUSSION 


ROE ALDERSON:* There are two ways to make a discus- 

sant happy. The first is to present him with papers that 
seem plausible on the surface but with hidden flaws which he feels 
especially equipped and called upon to reveal. The other way is to 
give him papers which advocate views so congenial to his own and 
prospects for development which are so exciting that his primary 
function is to lead a well merited round of applause and apprecia- 
tion. I am delighted indeed to stand before you in the latter role. 

George Fisk and David Hertz together have offered an im- 
portant message and a resounding influence to marketing at this 
juncture. Their words are generally complementary to marketing 
as a future discipline and to some of us who have been identified 
with marketing while it was only beginning to emerge from its 
initial and rudimentary phase as a field of knowledge. The two 
papers are remarkably alike in spirit even though they approach 
the subject of our discussion from opposite poles. George Fisk 
speaks as a marketing man thinking in behavioral science terms 
and seeking help from general systems analyses. David Hertz 
speaks as a mathematically sophisticated systems analyst thor- 
oughly aware that applications of his techniques to marketing can 
be effective only when wedded to a functional and structural analy- 
sis of human behavior in the market place. The drive toward 
union on either side is so strong that I can think of no more ap- 
propriate analogy than a marriage. Systems analysis in market- 
ing and behavioral science in marketing, I now pronounce you man 
and wife. 

About all that remains for me, in the manner of a weighty 
friend at a Quaker wedding, is to remind the bride and groom that 
the whole community has a stake in the success of this union and 
to speak a few words of elderly admonition about the trials and 
troubles they will have to face. 

George Fisk refers to three of his colleagues at Pennsylvania 
as the ABC’s of marketing. While accepting for the group his 
kind words concerning what we tried to do, I suggest that in all 
candor George might have been a little more explicit as to what 
we failed to do. The work of conceptualization, of projecting new 


*Wroe Alderson, Professor of Marketing, University of Pennsylvania. 
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ways of looking at marketing, is useful but it can be sterile if it 
stops there. I, for one, have sometimes put forth a marketing 
concept only to run out of steam immediately. I have asserted 
that it was important, and then only after a lapse of years begun to 
articulate what was imporvant about it. The ABC’s of conceptuali- 
zation do not carry us very far unless they are followed by the 
XYZ’s of quantification. 

I like the distinction George Fisk has drawn between a closed 
system and an open system. There is merit in his suggestion that 
orderly decision making is possible only on the basis of con- 
sensus. It should be recalled, however, that in the behavioral sci- 
ences the same system can be both open and closed. A marketing 
system can be closed in the sense that all of the facilities and 
processes exist for performing customary transactions. Yet, t 
system may be open for modification through the replacement of 
individuals or agencies or the installation of a more effective 
program of activities. 

David Hertz I once characterized as the first man to make an 
operation out of operations research. By this I meant that he took 
seriously the OR principle of viewing the firm by which he was 
employed as a total system. His first concern was to create a 
working model of this system as an essential framework for 
tackling individual problem areas. One vital organ in a system 
which is to survive and prosper is a unit which helps to generate 
new programs and organization changes to match the dynamics of 
the marketing environment. Thus a major function of systems 
analysis in the firm is to mediate between the open and closed 
aspects of the system. 

What David Hertz now proposes to do to marketing transcends 
what I have already credited him with doing to operations re- 
search. It would take a better phrase maker than I to formulate 
an equally apt characterization. The best I can do is to say that he 
is proposing to remake marketing science as the apex of systems 
analysis and the ultimate test of its fruitful application to human 
behavior. The eight point agenda he provides is breath-taking. 
Obviously it cannot be carried out unless many of our best minds 
in the years ahead share his enthusiasm for the possibilities of the 
evolving discipline. 

I can only underscore at this point the note of caution which 
runs through Dr. Hertz’ paper. While using the marketing models 
we have, we should never cease to make them better. Theoretical 
and conceptual effort should go hand in hand with application in a 
continuous effort to identify the essential operating structure of a 
marketing system still more accurately and to reflect it more 
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adequately in our mathematical models. Dr. Hertz reminds us that 
if we have the wrong model, it will inevitably give us the wrong 
answer. A few wrong answers can turn initial skepticism about 
systems analysis or operations research into settled opposition on 
the part of management. The tools are so essential to scientific 
progress in marketing that we cannot afford to have such adverse 
reactions happen. 

Allow me to close with one example of how this gulf of mis- 
understanding develops between these two groups which need to 
work together. During the days of the Great Depression, I made 
some empirical studies of predatory price-cutting. It was pos- 
sible to demonstrate, simply by plotting on a map the locations of 
drug stores before and after the coming of the new type of price 
cutter, that no conventional drug store could live within fifteen 
blocks of the price cutter. At about the same time, a young econo- 
metrician proved by the use of a mathematical model that preda- 
tory price cutting or loss leader selling was an economic and 
logical impossibility. 

This young man, who was later to have a brilliant career in 
his field, made a serious mistake, but so did I. He failed to con- 
sult students of the drug trade who knew its behavioral patterns 
intimately, and seek their help in developing an adequate model. 
My mistake was even worse since it reflected the attitude of many 
others in marketing who perhaps recovered less quickly than I. 
My error was to conclude that the whole attempt to apply mathe- 
matical models to marketing was dangerous nonsense. Having 
recanted this extreme position years ago I still believe that it will 
take the closest kind of cooperation and mutual understanding to 
achieve the advance in marketing which is so vitally needed and to 
avoid unhappy setbacks. The papers we have heard at this session 
touch on the deepest methodological issues of our field. Let us 
hope that we are indeed celebrating today the happy and permanent 
union of behavioral science and systems analysis in marketing. 


26. MAJOR CONCEPTS OF 
BEHAVIORAL SCIENCE APPLICABLE 
TO MARKETING RESEARCH 


Charles Winick* 


Behavioral science has been applied to various steps of the 
marketing research processin at least four major directions. 
These directions include behavioral science concepts sug- 
gesting marketing research problems; typologies; quantifi- 
cation of qualitative concepts; and changes in professional 
climate. A variety of examples of each of these four 
directions is set forth. Some cautions about what may be 
expected from the use of these procedures are suggested. 


HE last few years have seen a variety of changes in the appli- 

cation of behavioral science concepts to marketing research. 
Some of these concepts are themselves rather new, while others 
represent the fairly new application of relatively established con- 
cepts. The adaptation of these concepts to marketing research has 
been relatively quiet, without the sharp debate which had char- 
acterized the adaptation of other behavioral science concepts to 
marketing research approximately a decade ago. 

The greater hospitality of marketing research to behavioral 
science is partially due to the need to call on such concepts to help 
explain unusual but puzzling social phenomena of interest to mar- 
keters, like the increase in the pet parakeet population from 
2,000,000 in 1950 to 12,000,000 in 1955, the Davy Crockett craze, 
or the Twist. But the more typical application of the behavioral 
sciences has been in less unusual situations than these. 

It is possible to distinguish at least four specific directions in 
the recent applications. These directions include behavioral sci- 
ence concepts suggesting marketing research problems, typologies, 
quantification of qualitative concepts, and changes in professional 
climate. These general directions are suggested as representa- 
tive but not as an exhaustive list of concepts that have been em- 
ployed by marketing research in the recent past and the present. 


*Charles Winick, Graduate School of Business, Columbia University. 
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Behavioral Science Concepts Suggesting Problems: 


One use for behavioral science concepts in marketing research 
has been in the formulation of the problem and even in its detec- 
tion. There has been a growing realization that certain broad be- 
havioral science generalization about life in America can call at- 
tention to problems which had previously not been perceived as 
such. An example of this is the concept of megalopolis. It has 
been adapted to marketing as interurbia, or the notion that the 
United States could be divided into some fourteen major areas 
which were not only clear cut geographic entities but which also 
were conntcted by road systems, public transportation, and other 
means, so that they constituted very distinct economic and dis- 
tribution entities.! This concept has led to a number of firms ex- 
amining their distribution systems and researching various alter- 
nate methods of distribution. 

Another behavioral science concept that has had considerable 
utility in the detection and formulation of marketing research 
problems has been the concept of subculture.? This has helped a 
number of researchers to develop specific questions related to the 
interests and needs of specific groups that constitute part of the 
market for a particular product. Without the clues provided by 
sociological and anthropological students of subcultures, marketing 
researchers would be much less sensitized to these subcultures 
and their importance for marketing. 

Another behavioral science concept that has helped launch many 
a marketing research study is the concept of perception. The re- 
discovery of perception by psychologists is less than fifteen years 
old,? but the recent proliferation of methods for studying company 
and brand images was only possible after perceptual psychology 
had developed its own research procedures.* Almost all research 
on images is, of course, research on how the consumer perceives 
a product and its competitors. Although previously discussed for 
many years, the enormous popularity of image research today is 
largely a function of the extent to which procedures have been 
available from the psychology of perception for its systematic 


1. J. Walter Thompson Company IJnterburia (New York: The Company. 1957.) 

2. Charles Winick, ‘‘Anthropology’s Contributions to Marketing,’’ Journai of 
Marketing, Vol. 25, (Summer, 1961), pp. 53-60. 

3. Robert R. Blake and Glenn V. Ramsey, Perception. (New York: Ronald 
Press, 1951). 

4. Charles Winick, ‘‘How to Find Out What Kind of Image You Have,’’ in Lee 
H. Briston, ed., Developing the Corporate Image (New York: Charles Scribner’s 
Sons, 1960), pp. 23-40. 
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exploration. These procedures have included both projective and 
objective techniques. 

Another area within marketing research that has flourished as 
a result of the availability of newer procedures from the be- 
havioral sciences is the measurement and description of various 
kinds of reactions of the senses. The establishment of much more 
precise vocabularies and measures for the study of various kinds 
of responses of the senses has led to a considerable increase in 
such studies. This whole area has been substantially increasing in 
the last decade as a result of fairly extensive experimental work 
by psychologists.5 This experimental work has not only developed 
a better vocabulary for describing these dimensions but the co- 
incidental development of various techniques from the behavioral 
sciences has made it relatively easy to conduct investigations into 
these matters. Procedures such as the adjective check list and 
checkerboard have been adopted for marketing research to help 
measure these various sense attributes. Food, drink, textile, and 
pharmaceutical products have been especially able to draw on 
these procedures. Thus, fairly precise delineations have been 
replacing the more global measures of the past. 

The behavior science concepts of process and decision theory 
have also helped to call attention to the existence of a dimension of 
consumer behavior that could be studied systematically and ob- 
jectively. The concept of process has been central in behavioral 
science for a decade, ever since Bales published his book on In- 
teraction Process Analysis.® This concept has combined with the 
behavioral science concept of decision theory’? to lead many mar- 
keting researchers to believe that a buying decision could be 
viewed as a process. Marketing researchers have increasingly 
been piping in on various aspects of the process. This kind of 
study has served to underline the complexity of many purchasing 
decisions but it has served also to make research into such deci- 
sions more realistic and ultimately more useful. 


Typologies 


Although earlier applications of behavioral science had stressed 
the existence and usefulness of certain universals in human 


5. S.S. Stevens, ed., Handbook of Experimental Psychology (New York: John 
Wiley, 1955). 

6. Robert F. Bales, Interaction Process Analysis (Cambridge: Addison Wes- 
ley, 1951). 

7. Ward Edwards, ‘‘The Theory of Decision Making,’’ Psychological Bulletin, 
Vol. 57 (July, 1954), pp. 380-417. 
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behavior, like the unconscious or the inevitable nature of repres- 
sion, one major thrust of the modern marketing researcher is the 
utilization of the concept of typologies derived from or measured 
by the behavioral sciences. The researcher has increasingly be- 
come aware that there is no homogeneous universe of consumers 
in almost any marketing research situation. Instead, it is pos- 
sible for him to see various types of people constituting the uni- 
verse of interest to him. It is possible to identify at least five 
major psychological types which have been used in marketing re- 
search, along with two major sociological types and two types that 
seem to include both psychological and sociological dimensions. 


Psychological Types 


Probably the most systematic attempt to use psychological 
typology in marketing research is the administration of relatively 
well established objective measures of personality to large popula- 
tions of consumers on a panel. The researcher is interested in 
those dimensions of personality on which the various kinds of 
consumers appear to differ from the average, and thus in how it is 
possible to describe these consumers as psychological types. By 
a type, the researcher means a classification of persons who dif- 
fer from the average on particular dimensions, and who can be 
described in terms of such dimensions. 

The Edwards Personal Preference Schedule, which provides 
scores on each of fifteen variables, is one test which has been 
used to establish typologies of consumers in terms of personality 
profiles.® It increasingly has been used as a basis for classifying 
populations into consumer types. Other well known objective 
measures of personality that have been used in the creation of 
typologies are the Minnesota Multiphasic Inventory® and the 
Cattell Inventory.!° 

A second dimension which has lent itself to psychological 
typology of consumers is what is perhaps the most widely used 
scale to evaluate personality developed since World War II: the 
F!! scale. This measure of authoritarianism and its opposite has 


8. Arthur Koponen, ‘‘Personality Characteristics of Purchasers,’’ Journal of 
Advertising Research,’’ Vol. 1 (September 1960), pp. 6-12. 

9. George S. Welsh and W. Grant Dalstrom, Basic Readings on the MMPI, 
(Minneapolis: University of Minnesota Press, 1956). 

10. Raymond B. Cattell, Personality and Motivation: Structure and Measure- 
ment (Yonkers: World Publishing Company, 1957). 

11. T. W. Adorno et al, The Authoritarian Personality (New York: Harper, 
1950). 
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been widely used in order to establish the extent to which particu- 
lar populations might be likely to respond to specific kinds of 
product appears. It has also been used to determine brand loyalty, 
and susceptibility to new products. Consumers’ scores on the 
test have been shown to be highly correlated with their purchase of 
specific makes of automobiles and a number of other products. 
One serendipitous result of working with the agree-disagree scale 
of the F-scale has been the establishment of a third typology that 
seems to be related to some deeprooted personality characteris- 
tics, that of yeasayers and haysayers.!2 It had been observed, in 
work on the F scale, that there appeared to be some persons who 
consistently marked the ‘‘agree’’ or ‘‘disagree’’ side of the ques- 
tions on the F scale. This has been expanded on the basis of 
further research into the finding that there are people who tend to 
agree with questions on a test and there are persons who tend to 
disagree, almost regardless of the kind of question. This typology 
of response styles has proved to be of great utility to marketing 
researchers, whoa can take cognizance of, and measure, the bias 
introduced by response style. 

A fourth psychological typology that has recently achieved more 
marketing research use is that based on level of aspiration. As 
recently as 1959, Lazarsfeld reported that, ‘‘Lewin’s level of 
aspiration seems... to have been ignored in consumer studies.’’!% 
The concept of level of aspiration, or a person’s estimate of how 
well he is likely to do in a given task or situation, has often been 
used in the last few years in the construction of a typology of con- 
sumers. It has been demonstrated that a number of different 
kinds of purchasing behavior are correlated with high or low 
levels of aspiration. Marketing researchers have developed fairly 
effective methods, by the use of one or two key questions, for as- 
sessing a consumer’s level of aspiration. 

A fifth typology tapping personality dimensions that seem to be 
significantly related to various kinds of purchasing behavior is 
the psychoanalytic classification of people as oral or anal types. 
These two types can be measured by the Blacky projective test and 
the Krout paper and pencil test,!* and appear to be very highly 


12. William D. Wells, ‘‘The Influence of Yeasaying Response Style,’’ Journal 
of Advertising Research, Vol. 1 (June, 1961), pp. 1-12. 

13. Paul F. Lazarsfeld, ‘‘Sociological Reflections on Business,’’ in Social 
Science Research on Business (New York: Columbia University Press, 1959), 
p. 

14. Gerald Blum, The Blacky Pictures (New York: Psychological Corporation, 
1950; Maurice H. Krout, Personal Preference Schedule (Chicago: The Author, 
1953). 
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correlated with the desire to pay a higher or lower price, with 
preference for various colors on consumer products, with pref- 
erence for various textures and shapes of packages, and with 
other dimensions. 

These five psychological typologies represent a sampling of 
the many kinds of dimensions that have been found to lend them- 
selves to typological application in marketing research. 


Sociological Types 


Typologies have proved useful not only when they have been 
based on psychological dimensions but also when they have em- 
braced sociological variables. 

One of these sociological typologies is that of vocation. It has 
been reported that, although there are some nineteen realistic and 
effective measures of socio-economic status, the single most ef- 
fective predictor appeared to be the occupation of the head of the 
household.!5 It is hardly news that a man’s occupation is an im- 
portant measure to know about him. What is of interest to mar- 
keters is that occupation probably provides better clues to a per- 
son’s ‘‘style of life’’ than education or even current income. As 
the result of the increased interest in occupations’ relationship to 
consumer behavior, considerable marketing research attention has 
been paid to this dimension and several typologies of occupation 
have been established. 

Another sociological typology is that of types of cities. It has 
been obvious for many years that the style of life of people who 
live, let us say, in San Diego, differs substantially from those in 
New Orleans. This has been clear enough in an anecdotal and im- 
pressionistic sense but recent work in classifying and quantifying 
the style of life of cities has helped to provide data toward a typ- 
Ology of cities.16 Such a typology has proved to be a major ad- 
vance in the selection of cities for test purposes and decisions in- 
volving sample selection nationally. Being able to classify cities 
meaningfully provides a procedure for coping with what might 
otherwise be a welter of discreet and multiple classificatory 
variables. 


15. J. A. Kahl and J. A. Davis, ‘‘A comparison of Indexes of Socioeconomic 
Status,’’ American Sociological Review, Vol. 20 (June, 1955), pp. 317-325. 

16. Martin Samit, ‘‘Measuring A City’s PQ,’’ Markets of America, 22, 1958, 
pp. 155-158. 
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Psychological-Sociological Types 


A third kind of typology that has proved useful in recent mar- 
keting research involves a combination of psychological and socio- 
logical dimensions. One such typology which draws on both psych- 
ological and sociological dimensions has been based on the concept 
of the various special needs, perceptions, and levels of experience 
that are associated with various stages in a person’s life cycle, 
This concept was originally developed by Charlotte Buhler as the 
idea of Lebenslauf, or the kind of experience that characterizes 
each age group. It was first described for American audiences a 
quarter of a century ago!” but has only recently been rediscovered 
by social scientists and by marketing researchers. 

That there are certain broad differences between different age 
groups is truistic but that special levels of experience in terms 
of psychological needs and social behavior are appropriate for 
each level has only recently been empirically explored. The family 
life cycle as a variable has also recently been getting research 
attention. 

Another typology that draws on both psychological and socio- 
logical concepts is the concept of the tryer. It has been obvious to 
students of marketing for many years that there were some per- 
sons who tend to try new products earlier and more frequently than 
others. There appears to be a generalized tendency for the tryer 
to experiment with a variety of new products in different kinds of 
situations, although opinion leadership is specific rather than 
generalized. In view of the recent stress on opinion leadership 
and word of mouth communication, the tryer would seem to be a 
person whom the researcher would wish to know a great deal 
about. If the tryer tries something new, he may be the kind of 
person who would disseminate his knowledge to his peers, as an 
opinion leader.18 Study of the tryer has moved forward on the 
level of both the psychological and sociological dimensions. The 
researcher has increasingly tended to see the market for new 
products as a typology of trying and non-trying. Scales have been 
developed for predicting and describing the trying behavior of 
given groups of respondents, and thus how likely they might be to 
buy a new product. Recent work has also called special attention 


17. Else Frenkel, ‘‘Studies in Biographical Psychology,’’ Character and Per- 
sonality, 5 (January, 1936), 1-34. 

18. Elihu Katz and Paul F. Lazarsfeld, Personal Influence (Glencoe, The Free 
Press, 1957). 
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to the different kinds of social settings in which tryers can be 
discerned. 


Quantification of Qualitative Concepts 


It is curious that the trend toward the kind of absolute repre- 
sented by the polarities of a typology has flourished at just about 
the same time that there has been a trend toward the opposite, in 
the form of scalar measurements. 

One major trend in the use of social science in the conduct of 
marketing research is a tendency away from the either/or kind of 
measurement that characterized the earlier days of the intro- 
duction of the newer procedures. Some ten years ago, for example, 
the rediscovery of the unconscious lead to what may have been an 
over-enthusiastic embracing of the idea that there are certain 
given wellsprings of human behavior which were applicable to the 
United States population as a whole. In the last decade, a major 
stress in marketing research has been in the direction of several 
methods from social science research that permit quantification of 
relatively qualitative data on an index or scale. 

Some techniques of this kind that have become fairly widely 
used are the semantic differential, the Guttman scale and the Q 
sort. The semantic differential, although it had enjoyed some use 
before 1957, attracted national attention as a research technique 
in 1957 with the publication of the first substantial report on the 
technique.2° The procedure developed by the Illinois researchers 
under Osgood set forth a number of polar dimensions which had 
been empirically defined and factor analyzed. The technique of- 
fered the range of the word association test and the precision of a 
statistically developed scale, each point on which was equidistant 
from the point on either side. This procedure helped to eliminate 
the ambiguity of the scales of the Thurstone or Likert type, in 
which there was some question about the extent to which the points 
on the scale were equidistant. The semantic differential offered 
the opportunity of getting the intensity of attitude as well as its 
direction. The technique is easy to administer and permits a wide 
variety of comparisons. It is also sensitive enough to pick up 
relatively slight changes over a period of time. The successful 
use of the technique in various national studies that have been 
publicized has highlighted its practicality. 


19. Charles Winick, ‘‘The Diffusion of An Innovation Among Physicians In A 
Large City,’’ Sociometry, Vol. 24 (December 1961), pp. 384-396. 

20. Charles E. Osgood, George J. Suci, and Percy H. Tannenbaum, The Meas- 
urement of Meaning (Urbana, Illinois: University of Illinois Press, 1957). 
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The Guttman scale, although developed during World War II by 
the Army’s Information and Education Division, did not develop 
into a widely used research procedure until the last few years,®! 
Although the concept of scaling and of linear attitude scales ob- 
viously has great merit in terms of economy of questioning and in 
terms of permitting us to rank attitudes on a continuum, it was 
sometime before practical methods for determining the ‘‘scal- 
ability’’ of attitudes could be devised. They now are used quite 
routinely in a variety of different kinds of study. The develop- 
ment of scales of readiness to buy and of favorability toward tele- 
vision commercials stems from the adoption of the Guttman 
scale. 

The Q sort, although originally promulgated by Stephenson al- 
most ten years ago, also had to wait to achieve wide adoption by 
marketing researchers.*? In the modification that has generally 
been the form that the test has takenin marketing, some fifty or so 
cards are given to the respondent, who is then asked to place 
them in five piles so that each pile has an equal number of cards, 
The pile on the right is to represent the attributes or characteris- 
tics that most accurately describe the object, product or brand 
being evaluated and the pile on the left least accurately describe 
the object being ranked. The piles in between represent the inter- 
mediate states of preference. This technique has the advantage of 
being fun for the respondent to do and of giving him the opportunity 
of using his hands and thus participating actively in the interview 
situation. It also has the advantage of being able to detect rela- 
tively subtle changes in attitude, to pick up changes over time, 
and to make it easy to compare attitudes found in competing com- 
panies or products. 

Another technique that illustrates the same interest in quantify- 
ing qualitative material is the picture-scale test. This technique 
combines the stimulus value of a picture with the precision of a 
rating scale. In this technique, cartoons or drawings are pre- 
sented at either end of a scale, which has no words. The illustra- 
tions, however, represent what are clearly opposites, so that 
words are not necessary; thus, at one end of the scale, there 
might be a ramshackle and dilapidated house, while at the other 
end there might be a good looking and well kept modern house. 
There might be five or seven points on the scale that separate the 


21. Samuel A. Stouffer et al, Measurement and Prediction. (Princeton: 
Princeton University Press, 1950). 

22. William Stephenson, The Study of Behavior. (Chicago: University of Chi- 
cago Press, 1953). 
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two extremes. The respondent would be asked to indicate where 
on the scale a given kind of household product would fall. This 
procedure makes it possible to get quantitative data on many di- 
mensions of products that are difficult to put into words but that 
may be nonetheless important. This procedure also has the merit 
of readily lending itself to surveys conducted by mail and thus cut- 
ting costs appreciably over what they migiit be in personal inter- 
views. 


Changes in Professional Climate 


There are two behavioral science concepts that have not had so 
much of a specific effect on the conduct of marketing research as 
a more diffuse effect on the professional climate in which the re- 
search is conducted. 

One such concept is the relative reapprochement between pro- 
ponents of objective and projective psychological tests for clinical 
use, which has led to a growing reapprochement between pro- 
ponents of their use in marketing research. The earlier debate on 
these matters had conveyed the impression that the use of the new 
projective tests was an either/or matter and that the marketing 
researcher had to be either committed to one type of measure or 
the other. The more accepting aititude toward projective tests, 
coupled with the publication of new data on some established ob- 
jective tests, has led to a feeling that invidious comparisons were 
less useful than attempts to use each kind of test as its special 
characteristics made most appropriate. Perhaps the most visible 
evidence of this new attitude is the increasing number of market- 
ing research studies which use combinations of objective and pro- 
jective tests. 

The other charge in climate is less tangible, but certainly 
significant. After World War ii, many students of world affairs 
and national events had unrealistic expectations of what behavioral 
science could accomplish. They assumed that there were ‘‘cor- 
rect’’ solutions to problems of human relations that could be found 
by the application of behavioral science. We have developed more 
modest expectations about what behavioral science canaccomplish, 
and we realize that there is as unlikely to be one ‘‘correct’’ solu- 
tion to these problems as there is to problems of human relations; 
but rather that behavioral science can cast light on various pos- 
sible solutions. 

The same change in climate seems to be occurring in the ap- 
plication of behavioral science concepts to marketing research. In 
the first flush of enthusiasm for these procedures, unrealistic 
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expectations of their utility were widespread. We have increasing- 
ly been reminded that a marketing research problem differs from 
one in physics or chemistry because a problem in the physical 
sciences is likely to have only one combination of elements or 
forces that can be successful. Thus, there is usually only one 
correct answer to such problems. The kinds of problems with 
which the marketing researcher is concerned are different in that 
there may be many different answers which are useful and which 
offer a point of purchase on some effective action. Thus, a 
particular study may be able to use the concept of authoritarian- 
ism, or of Lebenslauf, or one of the other concepts that we have 
discussed. The discovery, by the marketing researcher, that a 
particular target group of the marketer has specific identifiable 
characteristics of this type may provide clues and approaches 
which might not otherwise be available, although no one of these by 
itself might represent the ‘‘correct’’ solution to the particular 
problem. 

The marketing researcher has developed a more sophisticated 
and more cautious view of how these concepts from behavioral 
science can help him. He will continue to explore these concepts 
to the extent that they appear to offer insights, approaches, and 
techniques that contribute toward a science of marketing research. 
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27. DISCUSSION 


ALLACE OQ. YODER:* Dr. Winick’s paper, touching as it 

does on a variety of techniques drawn from several of the 
behavioral sciences reveals at once the depth and breadth of his 
understanding and arouses the envy of the amateur for the pro- 
fessional’s set of tools and the skills for their manipulation. The 
paper suggests the usefulness of the behavioral sciences: (1) for 
suggesting and formulating research problems, (2) for providing 
the bases for typological analysis, (3) for quantifying concepts 
which are essentially qualitative and (4) as bringing about changes 
in the professional climate in which research is conducted. 

With respect to the first point one cannot help but agree that 
every additional dimension from which a problem can be viewed is 
likely to prevent the possibility of omitting variables which may 
be highly significant and of suggesting additional hypotheses to be 
tested. 

The second point which Professor Winick develops, that of the 
usefulness of typologies raises considerable doubt in the mind of 
an amateur. The search for significant typologies or classifica- 
tions goes back a long way in mankind’s interest in man, It raises 
the question as to the purposes and usefulness of this type of en- 
deavor as well as the problem of establishing proper bases of 
classification and drawing distinctions among types. This is an 
extremely difficult problem even with respect to measurable 
physiological characteristics in which class norms can be set 
somewhat objectively. The very abundance of the typologies which 
are indicated here and the widely differing bases upon which they 
are developed perplexes even one who is a willing believer in the 
usefulness of the behavioral sciences for marketing research. 

As a matter of fact the very breadth of Professor Winick’s at- 
tack on his general subject suggests the desirability of asking 
ourselves several questions: 


1. How do we reconcile the use of research techniques 


drawn from a variety of disciplines but taken out of 
their specifically different though related frames of 


*Wallace O. Yoder, Professor of Marketing, Graduate School of Business, 
Indiana University. 
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reference, particularly when the models of human 
behavior in the various behavioral sciences are only 
vaguely and usually implicitly conceptualized? 


What is the real value for our purposes of approaches 
to the study of behavior which are implicitly or ex- 
plicitly normative in character? 


How far beyond the limit of conventional wisdom do 
even the most sophisticated behavioral techniques 
take us in our attempts to understand the complicated 
relationships between people and goods? 


May we not do an ultimate disservice to the prestige 
of research if in our concern with techniques we lose 
sight of the primary functions of research in relation 
to the business decision process? 


The first question posed suggests that the vagueness of con- 
ceptualization of and the differences among the models of buman 
behavior implicit in the different behavioral sciences requires us 
to formulate an explicit general model of human behavior. It 
seems to me that it is in this area rather than by providing specif- 
ic techniques, however useful, that psychology, field theory, social 
psychology, cultural anthropology, cybernetics, and other dis- 
ciplines can provide us with increased comprehension of the re- 
lationships between people and the things they buy and thus afford 
an improved sense of direction for marketing research activities. 

Such a general model of individual behavior could start from 
the premise, now widely accepted, that human behavior, like the 
behavior of all other living organisms, is purposive, goal-seeking 
or problem-solving. It is not necessary to imply that one need 
consciously be aware of either the purpose or the behavioral act 
itself. The only necessary implication is that behavior, overt or 
implicit, is not random to the individual, however obscure the 
stimulus or the cause may seem from the standpoint of an ob- 
server. When one acts or behaves, we can postulate that the act 
had a beginning in what might be called a cause, a direction toward 
a goal, and that when the objective is attained the specific be- 
havior will cease. 

We safely assume not only that behavior is goal-directed, but 
also that people are not in any sense simple automatic stimulus- 
response systems, When given behavior fails to achieve the antic- 
ipated goal, it tends not to be repeated, and is likely to be sup- 
planted by other behavior, which seem to have greater expectations 
of success. 
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Most of the problems which people must solve are not simple, 
single dimensional operational problems. Rather we must deal 
with complexes of interrelated sub-problems, each of which is of a 
different order of importance to each individual and even to the 
same person under differing circumstances. 

For example, the apparently simple problem of feeding is 
derived originally from the general biogenic drive called hunger 
which is essential to the survival of the individual. In the form in 
which this problem presents itself to even the very young in- 
dividual it has acquired exceedingly complex characteristics as a 
result of his associations with other people. The original, very 
general drive, need, or tension early becomes specific as to 
timing, expectations about the probability that certain kinds of 
foods are appropriate, and the circumstances and environments 
under which the behavior takes place. 

The nutritional requirements for survival and work in our 
society could be satisfied by a diet of lard, coconut oil, peanut oil, 
or other cheap source of fat plus a relatively small quantity of 
soybean meal, at a cost of pennies per day per person. 

Unfortunately, our individual eating problems have been com- 
plicated by the fact that we have grown up in a certain culture, to 
which we were first introduced by our parents, and later by our 
associations with other groups within the general cultural and sub- 
cultural environment. Hence, the simple problem of eating be- 
comes a problem with complicated social dimensions, requiring 
elaborate equipment for preparation and ingestion, carried out 
under rather rigid ceremonial conditions. 

If we try to conceptualize in a general way the kinds of prob- 
lems which individuals have to solve, a first approximation might 
include the following general types: 


I. Functional or Operational Problems—directly related to bio- 
genic drives, or the ecological position of the individual. 


II. Socio-Psychological Problems 
A. Problems of Identification with Groups 
1. Identification with the total culture 
2. Identification with one or more subcultures 
. Ethnic 
. Religious 
. Occupational 
. Regional 
e. Time 
3. Identification with groups 
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a. Membership groups 
b. Reference groups 
B. Problems of Role and Status 
1. Within the total culture 
2. Within one or more subcultures 
3. Within each primary group to which the individual 
belongs 


III. Individual Psychological Problems 
A. Problems of Self Defense 
B. Problems of Self Enhancement 


The functional or operational problems are those which develop 
specifically out of the general biogenic problems and out of the 
practical ways in which we make a living and the way we live. We 
have operational problems of feeding ourselves and our families, 
of transportation, of housing, and clothing, to mention only a few. 

Each of these operational problems is complicated by the 
necessity of maintaining group identifications and performing the 
roles we play and the status to which we hold or aspire within the 
groups to which we belong, not to mention the unique personal 
psychological problems related to the integrity of the self. 

The individual behavior process can be conceptualized as the 
operation of a system consisting of sets of problems, and sets of 
perceived alternatives. Each set of operational problems has a 
related set of socio-psychological and individual psychological 
subproblems. Each operational problem has a given weight or 
importance at any particular time and each of its subproblems has 
its own weight relative to the whole. 

Similarly, each alternative can be conceived as having a dif- 
ferent probability of payoff in reduction of internal tension, with 
respect to each operational problem and each social and psycho- 
logical problem, as well as different costs. The costs of each 
particular alternative are in turn complex costs involving money 
expenditure, loss of time, and consumption of energy. Clearly, 
choices must be made within the constraints imposed by the in- 
ventories of purchasing power, i.e., cash and credit, time avail- 
able, and the individual’s store of energy. To summarize then, 
the major elements in this suggested model are: 


1. Complex sets of perceived problems 
2. A weighting system for each problem and sub-problem 


3. Ambivalence of perceived expectations about the abil- 
ity of any one alternative to provide a maximum solu- 
tion to a complete set of problems. 
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4. Probability expectations for a range of perceived 
solutions to each problem and sub-problem 


Differences in time, energy, and money costs among 
various perceived alternatives 


Existence of time, energy, and purchasing power 
limitations on choice. 


In addition to the variables listed above there are other propo- 
sitions which influence decisions and our ability to study them: 


1. The weighting system itself will change when the 
social field within which the decision is made is 
altered. Thus a person may choose smoked brook 
trout in aspic in a fashionable restaurant as a matter 
of self enhancement when in other circumstances his 
first choice would be hamburger even though both 
would be within the limitations posed by purchasing 
power, time, and energy. 


Perceived expectations of alternatives change as the 
result of information feedback from direct experience 
and the relayed experiences of others. In other words, 
people learn. 


The operational parts of problems can be verbalized. 


Most of the nonoperational parts of problems are dif- 
ficult to verbalize. 


The range of perceived alternative solutions to most 
problems is finite but large. 


While the kinds of problems which people can solve with the 
goods and services offered by business firms are individual prob- 
lems, the solutions to these problems are most frequently not 
made individually since the buying power and buying decision 
rests in the family or household group rather than in the in- 
dividual. 

The conflicts involved in family group decisions which grow 
out of the complex group memberships of the individual members 
are not inconsiderable. Each member of the family perceives the 
operational problems differently, in terms of his own require- 
ments. While all members might be said to belong to the same 
general culture, different subcultural perceptions may be dominant 
with respect to each individual. Particularly this seems to be 
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true with respect to a time subculture when the age divergence of 
the individual members is considerable. As a result of the kind 
of geographic mobility and the extent of interethnic and inter- 
religious marriage which have developed in the United States 
since World War II, the boundaries of subcultural influence have 
softened materially but still carry over and create problems 
within the family group. 

We are prone to underemphasize the importance of these 
socio-psychological values which derive from general and univer- 
sal requirements of group membership; group identification sym- 
bols and indication of role and status have always beenas 
important to the operating effectiveness of the individual as food 
and protection from cold. Each member of the family group 
must obtain and keep the symbols by which he identifies himself 
with each of the groups to which he belongs. If the role he plays 
in each of the groups requires additional symbolic representa- 
tions, these must also be provided for in the family budget. It 
would be as irrational even for Mr. Galbraith to appear among his 
colleagues attired in a sweatshirt and faded blue jeans with a full 
beard as it would were he to attempt a diet of sawdust. By and 
large, our individual value systems stem from the culture and 
from the specific group relationships in which we find ourselves, 
and from our aspirations. Our expectations about alternative 
solutions to our complex problems derive from information ob- 
tained as the result of our own experiences, the relayed experi- 
ences of others, and the information conveyed to us through the 
various media of communication. We make decisions based on 
our expectations and limited by the costs and by the constraints 
within which we must operate. If our initial decisions, not based 
on our Own experiences prove to be wrong, our expectations about 
the chosen alternatives are altered adversely and this alternative 
has less chance of being chosen again. Thus, either functional or 
socio-psychological inadequacy or both may give an alternative a 
negative valence. 

This suggests that the relationship between any customer or 
group of customers and the offering of any firm is, at best, always 
in unstable equilibrium. This equilibrium can be upset adversely 
for the firm by increasing functional inadequacy, by changes in the 
weighting systems of groups of consumers, the offering of better 
total alternatives by competing firms, by changes in the consumer 
costs in time, energy, and purchasing power limitations which af- 
fect groups of consumers, by changes in the symbolic significance 
of specific goods in a dynamic culture, and by changes in the 
operational requirements of people as they grow older, and change 
their work or the places in which they live. 
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Under any circumstances, marketing opportunities exist for 
firms which discover problems for which the available alterna- 
tives have strong negative valences, or which have been only 
partially recognized by people themselves. Additional opportun- 
ities for profit are available in strengthening the total value of 
the consumer product by eliminating negative factors in the com- 
bination of values offered and reducing the time, energy, and 
money costs of the firms offering to specific groups of potential 
customers. In many instances, limitations of time and energy 
rather than purchasing power rule out certain solutions to con- 
sumer problems on an absolute basis. This is particularly true 
for the family with two working members, for older people, and 
for families with several young children. 

Above all, profit opportunities exist for the firms which 
recognize the great differences between groups of people which 
arise from their differing cultural and subcultural backgrounds. 
These differences may require specific adaptation to the particu- 
lar needs of special groups, including package and product varia- 
tion, methods, and media of communication. While this specific 
adaptation is obvious in marketing abroad it is equally applicable 
at home in view of the diversity of subcultures existing here. 

Whether or not the suggested eclectic model of consumer be- 
havior is the best model for the purpose, is a question I would be 
disinclined to argue. I think, however, that it is fairly explicit; it 
offers possibilities for the effective use of techniques of investiga- 
tion derived from the various behavioral science areas such as 
those mentioned in Professor Winick’s paper. 

To deal with the last question, may we not do a disservice to 
the prestige of marketing research, if, in our concern with tech- 
niques we lose sight of the primary functions of research in rela- 
tion to business decisions? 

The question suggests that we ought occasionally at least to 
re-examine the position of research relative to the business deci- 
sion process. It has been pointed out many times that the business 
decision involves the committment of a portion of the firm’s assets 
and personnel irrevocably to one of two or more alternative 
courses of action. The outcome of each of the action possibilities 
will be an unknown effect on the net profit position of the firm. 
Each alternative may have a different value, a different probabil- 
ity of success, a different cost and the payoff may be experienced 
over longer or shorter periods of time. 

The decision maker brings to his task information derived 
from a variety of sources: his own experience, the experience of 
others, the internal records of his firm and various projections of 
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the information for the period in the future when the decision will 
be implemented and when its outcome will be reflected in the in- 
come statement. The information with which the decision maker 
must work is never complete as to quantity, never perfectly valid 
even for the past and uncertain as to its applicability for the 
significant future. In this context the job of the researcher in the 
marketing function can be fairly well specified as: 


1. To increase the variety and amount of pertinent in- 
formation available to those who must make marketing 
decisions, that is, to reduce the size of the informa- 
tion gap. 


To improve the validity of the information on which 
the decision maker must draw. 


To reduce general uncertainty about the future to 
calculable and manageable proportions. 


I have been singularly impressed in recent years with the at- 
tention that has been given academically and practically to the 
first of these functions. We have provided information super- 
abundant in quantity and confusion in variety. In our zeal, to pro- 
vide our abundance, (frequently encouraged by the decision makers 
themselves) may we not have partially lost sight of the importance 
of the other two functions? Do we always ask ourselves (1) wheth- 
er the information we provide is really pertinent to the decision 
problem, (2) whether the information is really applicable to the 
population of interest, (3) have we really helped to reduce the 
possibility of disastrous surprise in the future outcome of the 
relevant decision? 

Today it seems that marketing research funds are freely avail- 
able when business is good but are cut abruptly when sales begin 
to fall off. Currently, few firms are willing to commit funds for 
marketing research on an investment basis and to assume that the 
payoff in terms of future profit through discovery of market op- 
portunity, through significant differentiation of the marketing pro- 
gram toward identifiable market segments, and through more ef- 
fective and more economical channels of distribution will be 
received over the future life of the firm. 

When we can give positive and unequivocal answers to the 
three questions posed above there is some chance that marketing 
research will cease to be regarded as a marginal function, sub- 
ject to cycles of fashionability and disuse, and may achieve 
something approaching the respectability and stability which 
technical research has attained. 
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EO BOGART:* Under the heading of ‘‘concepts,’’ Winick’s eru- 
dite paper lumps together what appear to me to be three dif- 
ferent aspects through which social science contributes to market- 


ing research, 


1. Methodology, the tools and techniques we use to gather 
and interpret information, such as the F-scale, the 
Guttman scale, the semantic differential and other in- 
struments to which Winick refers. These are rela- 
tively easy to borrow and often seem tobe applied on a 
kind of ‘thardware’’ level without any particular 
reference to the disciplines from which they originally 
emerged. 


Descriptive concepts that permit us to classify and 
order the phenomena of the social world. (‘*‘Megalo- 
polis’’ is perhaps such a concept, though in its current 
application to the phenomenon of interurban inter- 
stitial growth, it is rather different from its original 
meaning in the writings of Patrick Geddes, who viewed 
it as the final stage of metropolitan decay and the 
strangling of transportation.) 


Theory, which addresses itself to the problem of ex- 
plaining the phenomena of social life and accounting 
for differences in the pattern of events. 


A major contribution of social science to marketing research 
is that it provides the element of continuity in our knowledge. It 
reminds us constantly that there are reference points, in prior 
discussion and reflection, on the very subjects with which market- 
ing men cope in immediate and specific terms. 

Some years ago, in discussing the subject matter of the social 
sciences, Gordon Allport drew attention to the contrast between the 
‘nomothetic’’? and the ‘‘idiographic’’ currents in social science. 
In its ‘‘nomothetic’’ or law-giving aspects, social science seeks to 
develop enduring theoretical principles which apply in a wide 
variety of human circumstances. In its idiographic aspect, social 
research serves the journalistic function of describing unique in- 
dividual idiosyncratic events or systems which have significance 
and interest in their own right. To study the common character- 
istics of social movements per se might be a nomothetic approach. 


*Leo Bogart, Bureau of Advertising of the American Newspaper Publishers 
Association, New York. 
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To study Communism might be idiographic. We get some reflec- 
tion of this difference when we consider how marketing institutions 
are viewed by an acadmic graduate department of economics ina 
university and how they are examined in the business school of 
the same university. 

This is, after all, a transitional period in the social sciences, 
We are at the end of the epic of generalization, typified by such 
grand figures as Spencer and Comte, Durkheim and Weber. These 
men addressed themselves to broad systems of theory because 
they were dealing with a field which was in large measure new and 
open for study. 

The period in which we find ourselves is one of specification, 
in which it is more important to indicate when and how the ex- 
ceptions take place than to lay down the general rules. Our key 
theoretical concepts today usually involve a manipulation of single 
variables within a system which is otherwise fixed or stable. 
Research in reference group theory, the theory of cognitive dis- 
sonance, the theory of relative deprivation, all reflect a concern 
with the detailed circumstances in which generalizations don’t 
apply. This type of specification, of course, is inherent in the 
experimental method. It lends itself, moreover, tothe construction 
of theoretical models which are prerequisite to the application of 
modern electronic computers. These, as Herbert Simon has 
pointed out, have the capacity to demonstrate the consequences 
that will follow when elements of a highly complex system are 
varied piece by piece. 

Along with increasing specialization in the social sciences has 
come a proliferation in the body of relevant scholarly literature. 
When one considers what is being produced in other countries and 
in other languages, as well as what is being produced in the United 
States, this becomes truly staggering and beyond the physical ab- 
sorption capacity of most working market researchers. The 
marketing man is by definition primarily a generalist who can pull 
ideas and suggestions form almost anywhere. This makes it all 
the more difficult for him to keep up with the steady growth of new 
scholarship in all the many professional realms tangential to his 
own, 

To date, the social sciences have been utilized by marketing 
researchers primarily to explain and interpret survey findings 
rather than to examine marketing institutions. Winick’s paper 
reflects this orientation. Unlike our colleagues in the industrial 
relations research field, we have barely begun todraw on the study 
of social organization and social institutions as a basis for under- 
standing how marketing institutions operate. 
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Social science necessarily focusses its attention on the major 
phenomena of social life, but marketing characteristically con- 
cerns itself with epiphenomena, with things and events which are 
experienced at relatively low intensity (like a housewife’s decision 
to use Brand Y rather than Brand X). When we deal with events 
which, taken one by one, have such little interest and importance 
for the actors, it is inevitable that chance variables may intrude 
with surprising force. 

As an illustration, I am reminded of a study I directed in Latin 
America some years ago. There were two similar cities ina 
country, one of which had adopted a variety of packaged shortening 
which was in every way superior in purity and cooking qualities 
and lower in price than the unpackaged, unappetizing lard which 
was traditional in the other town. Although every available bit of 
anthropological evidence and social theory was applied to the 
survey research evidence, in an effort to understand why the first 
community had never taken to the adoption of the improved prod- 
uct, none of these findings really illuminated what was going on. 
The choice of shortening (in itself a relatively trivial or super- 
ficial matter) was deeply embedded in the whole cultural pattern- 
ing of cooking habits and could not be picked out as an isolated 
phenomenon. 

There is an interesting contrast between the marketing re- 
searcher (who sits on top of the largest extant body of data on how 
people behave in our society) and the social scientist who all too 
often is intensively preoccupied with the analysis of pitifully few 
cases. The marketing researcher typically devotes his time and 
energy to the administration of data processing, the social scien- 
tist to the ordering of thoughts and ideas in the form of explana- 
tions. Marketing researchers should ask not what social science 
can do for them, but what they can do for social science. 
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Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


E. Behavioral Disciplines in 


Teaching Advertising 


28. CONTRIBUTION OF SELECTED 
BEHAVIORAL SCIENCES TO THE 
TEACHING OF ADVERTISING 


Gerald F. Price* 


Incorporation of behavioral concepts into courses in adver- 
tising presents the dilemma of reconciling the strange and 
unfamiliar area of human motivation and behavior with the 
known factors of human need and urgency. Despite the 
great mass of statistical data that has been carefully filed 
away and the millions of dollars that are spent annually, 
management still does not have adequate information on 
consumers to predict accurately their behavior. Advertis- 
ing must dwell more directly than ever with the attitudes 
and opinions that underlie human behavior. 


HE incorporation of behavioral concepts into courses in ad- 

vertising presents the dilemma of reconciling the strange and 
unfamiliar area of human motivation and behavior with the known 
factors of human need and urgency. 

The natural kinship that exists between advertising and the 
behavioral sciences appears to be the natural avenue along which 
to proceed toward such integration or assimilation. 

Moving in one direction is the initiating action of advertising 
stimuli . . . basically a collection of ideas that have the capacity to 
influence, persuade and otherwise shape the behavior pattern of 
millions of consumers. And from the opposite direction, is the 
final effect of these ideas, influenced by the character, reasoning 
and emotional patterns of the people who have been exposed to 
them. 


*Gerald F, Price, Professor of Marketing, Boston University, and Chairman 
of the American Marketing Association’s Committee on the Teaching of Advertising 
Sub-Section. 


This and the following five papers are parts of the Committee report prepared 
jointly by the Sub-committee. Readers who are interested in the tables & statisti- 
cal appendix should contact the chairman. 
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Social Scientists employ the tools of scientific research to un- 
cover data about people as individuals and as members of society 
and only after careful study and evaluation do they form these 
data into concepts of behavior. Therefore, by employing their 
concepts it will make possible the isolation of those human factors 
important in directing consumer behavior. When these factors are 
uncovered, advertising and marketing people will be able to more 
precisely predict and control consumers’ behavior by initiating 
‘‘action-reaction’’ strategies that will establish a more positive 
sales response to the products and services being promoted. 

Despite the great mass of statistical data that has been care- 
fully classified and filed away and the many millions of dollars 
that are spent annually in the quest for additional data, manage- 
ment still does not have adequate information out of which to 
form a picture of consumers sufficiently clear to provide the basis 
needed to predict accurately their behavior. Present decisions 
aimed at influencing motivation are being made on the basis of 
information provided by research that is coupled with an oc- 
casional excursion into the realm of the various behavioral fields. 
But this does not produce adequately the information management 
needs for the when, where, why and how of consumer motivation. 

Advertising must penetrate beyond a factual reporting of the 
new and improved ways to satisfy long-felt needs if it is to main- 
tain its side of the production-consumption equation. It must 
comprehend the forces of persuasion which in turn generate the 
power that will influence the purchases of the old, as well as the 
new and improved goods and services that will satisfy consumers’ 
wants, whims, desires as well as basic needs. This comprehen- 
sion is vital in solving the enormous economic problem of main- 
taining an increasing rate of consumption brought on by the ever- 
increasing supply of goods and services. 

Therefore, to help keep this sequence of functions moving at 
the desired rate advertising must dwell more directly than ever 
with the attitudes and opinions that underlie human behavior, Then 
advertising will continue its economic and social role of maintain- 
ing the necessary level of sales and its equally important role of 
maintaining a hardy level of capital formation. 

Specifically, then, this is an exploratory study into the possible 
contribution that can be made to the teaching of advertising by a 
selected trio of behavioral scientists. Social Scientists in Anthro- 
pology, Industrial Psychology and Sociology were separately 
solicited by a mail questionnaire. Information was gathered also 
by discussions with several others in these areas of knowledge, as 
well as from people in advertising and marketing. 
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Contents were designed to solicit material along these lines: 


A. Opinions of behavioral scientists concerning the inclu- 
sion of their disciplines in an advertising curriculum. 


B. What responding behavioral scientists feel their dis- 
ciplines could contribute to certain specialized areas of 
advertising. 


em 


C. What responding behavioral scientists would include in 
a course designed specifically for students majoring in 
advertising. 


D. Opinions of responding behavioral scientists to an 
open-end statement concerning the manner in which their 
disciplines could contribute to the entire field of adver- 
tising. 


E. Summary and conclusion of contributions of selected 
behavioral sciences to the teaching of advertising. 


It is to the assimilation of behavioral concepts that the Sub- 
section on the Teaching of Advertising will now address itself. 
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29. OPINION OF BEHAVIORAL 
SCIENTISTS CONCERNING THE 
INCLUSION OF THEIR DISCIPLINES 


IN AN ADVERTISING CURRICULUM 


Jack Z. Sissors* 


DVERTISING education, like the industry which it serves, is 
relatively young. The industry, only 120 years old, was born 
when the first advertising agency was created by Volney B. 
Palmer, in 1841. Sixty years later, courses in advertising ap- 
peared in college and university programs although some of the 
first courses were not even titled ‘‘Advertising’’, but were part of 
courses in business, salesmanship or psychology. But, by 1915, 
twenty-six universities had programs of advertising instruction, 
and today more than two hundred universities offer courses in 
advertising.! Thus, advertising education has made great prog- 
gress. 

The consequence of this rapid growth was that the programs of 
instruction in advertising continually have been revised as a 
means of attaining a more effective curriculum. Unfortunately, 
educators do not have a long history of development such as other 
disciplines have in order to find just the right courses of study. 

Educators, however, have looked to the advertising industry 
for direction. In such an examination, one cue stands out promi- 
nently. This is the industry’s great reliance upon the behavioral 
sciences (or social sciences as they are popularly called) to help 
them resolve advertising problems. 

These sciences comprise the disciplines of psychology, sociol- 
ogy, and anthropology. They are all interested in studying man’s 
behavior, although each tends to study behavior in a somewhat 
different setting. Psychology may emphasize the study of behavior 
as an isolated phenomenon. Sociology usually considers man ina 
group, and anthropology tends to consider man in a cultural 


*Jack Z. Sissorvs, Assistant Professor of Advertising, Northwestern University. 


1. Powel, J. W., Printers’ Ink, ‘‘Advertising As It is Being Taught in Schools 
and Colleges’’, Vol. XC, No. 4, Jan 28, 1951, p. 48. 
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framework, and to some extent, each of these disciplines overlap 
each other. 

Advertising, naturally, is interested in a special form of 
behavior-consumer buying. What motivates consumers to buy? 
Why does the consumer select one brand rather than some other? 
Why does he buy one product rather than another? 

It is the industry’s tendency to turn more and more to the field 
of behavioral science for answers to these and other perplexing 
problems. The use of motivation research, sophisticated methods 
of sampling, attitude research, psychological market stratification 
are all indications that the advertising practitioner has borrowed 
from these sciences. 

Leaders in the advertising field also have called for even 
greater uses of behavioral sciences in advertising. Pierre Marti- 
neau, director of research and marketing at the Chicago Tribune 
said in 1953: 


Our long study and experience indicate that the social 
sciences have high intellectual stature and are definitely 
applicable to advertising in many ways. ... There is an 
enormous reservoir of knowledge that should serve as 
intelligent guideposts to human behavior. But we still 
face the tremendous problems of intelligent application 
and translation. The social scientists aren’t advertising 
people. That job is ours.2 


Charles L. Rumrill, president of the Charles Rumrill adver- 
tising agency pointed out that: 


Social sciences today have an assessable cash value to 
American business. Its immediate job; to help market 
the vast production the older physical sciences made 
possible. 3 


And finally, Burleigh Gardner, respected researcher, and 
president of Social Research, Inc., felt that social sciences were 
necessary for marketing and advertising researchers. 


2. Martineau, Pierre, ‘‘Advertising Must Dig Deeper Into the Social Sciences 
Today,’’ Printers’ Ink, July 17, 1953, pp. 42-43. 

3. Rumrill, Charles L., ‘‘An Agency Man Looks at MR... .’? Printers’ Ink, 
Feb. 4, 1955, pp. 33-34. 
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Because so much of today’s commercial research con- 
cerns itself with consumer dynamics, the dynamics of 
people in action—in motion—it seems apparent that the 
researcher of the future must comprehend the basic 
human emotions and needs. He must, in other words, 
have better than a nodding acquaintance with such social 
sciences as anthropology, sociology, and psychology. He 
must be able to see how these studies relate to and help 
explain the various marketing and advertising problems 
he will encounter.* 


Although each of these sciences studies man to a great extent, 
each has different theories of behavior and even within each dis- 
cipline various theories are held on the same subject. As Herta 
Herzog, vice-president of McCann-Erickson noted: 


Application of existing behavioral science material is 
complicated by the fact that we are not dealing with a 
unified theoretical system. Interdisciplinary integration 
is far from complete and so is consensus within the 
various disciplines. Psychology, for instance, offers at 
least three major approaches to motivation.® 


The advertising practitioner who uses these sciences finds him- 
self borrowing eclectically to find solutions to his problems. The 
consequence of such action is that because he may carelessly mix 
his theories, he may be in danger of arriving at wrong conclu- 
sions. Obviously, advertising practioners should know more about 
these sciences. Educators, too, are careful not to assume that 
they are competent in this field and thus indiscriminately add 
courses in behavioral science to their curricula. 

So, in trying to determine what part behavioral sciences 
should play in the curriculum, it is only natural that educators 
seek the advice of these scientists themselves. 

This research project, then, represents the efforts of the 
American Marketing Association Committee on the Teaching of 
Advertising to explore the attitudes of behavioral scientists 


4. Gardner, Burleigh, ‘‘What Kind of Academic Training Makes the Most Use- 
ful Commercial Researcher?’’ Printers’ Ink, July 11, 1958, p. 51. 

5. Herzog, Herta, ‘‘Behaviorial Science Concepts for Analyzing the Consumer” 
in Proceedings, Conference of Marketing Teachers from the Far Western States, 
University of California, Berkeley, Sept., 1958, p. 32. 
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about the possibility of requiring advertising majors to study one 
or more of these sciences. 

The methodology employed was to use a questionnaire as a 
means of determining the behavioral scientists’ attitudes toward 
requiring their courses for students majoring in advertising. The 
sample consisted of 269 questionnaires mailed and of which 100 
were returned as indicated in the following chart: 


Disciplines No. Ques- No. of Respondents Per Cent of 

Represented tionnairers Who Returned Ques- Responses 
in the Sent to Each tionnaires in Each Received From 

Mailing Group Group Each Group 


Psychology 93 44 47.3% 

Sociology 89 33 37.1% 

Anthropology 87 23 26.4% 
TOTALS 269 


The responses were fairly representative of the different groups 
and the sample was deemed adequate to continue the exploratory 
study. 

Since each of these three disciplines questioned are usually 
further identified by special interests, it may be important to note 
from which group came the greatest number of responses, as well 
as the nature of the specializations. Therefore, listed in Tables I, 
II and III in the appendix each specialized interest is categorized 
by the number of responses coming from it. An examination of 
these tables will show that the largest per cent of psychologists 
(64 per cent) who responded were from the field of Industrial 
Psychology. However, there were no large representations from 
any one field of sociology with the largest per cent coming from 
social psychology (18 per cent). The largest per cent of responses 
(30 per cent) from anthropology came from those with specialized 
interest in archeology, while the second largest percent of re- 
sponses (17 per cent) came from cultural anthropology. This 
relatively wide dispersion of interests provides clues tothe differ- 
ent attitude and responses toward advertising and its relationship 
to the behavioral sciences. 
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SOCIAL RESPONSIBILITIES OF MARKETING 
FINDINGS 


The first area of exploration concerns whether the respondents 
felt that education in their disciplines should be included in the 
curriculum for students majoring in advertising. The response to 
this question was an overwhelming approval of requiring training 
in the behavioral sciences. 91.8 per cent of the respondents said 
‘*Yes’’ some training in the behavioral sciences should be in- 
cluded in the curriculum, while only 4.1 per cent said ‘‘No’’, and 
another 4.1 per cent were undecided. Table IV shows the returns 
from each discipline. It is quite important to note that 100 per 
cent of both the psychologists and sociologists who responded in- 
dicates a ‘‘Yes’’ preference. Only the anthropologists provided 
different responses where 68 per cent said ‘‘Yes’’, 16 per cent 
said ‘‘No’’ and 16 per cent were undecided. 

The responses certainly indicate clearly that some study in 
behavioral sciences is felt to be necessary. 

The next question which was a follow-up of the preceding one 
simply asked those who said ‘‘Yes’’, to indicate in which of these 
three fields of study course work should be taken. Thus, the ob- 
jective was to sharpen and define the preceding answers. Here, 
one must note that respondents from one discipline were express- 
ing their feelings about course work in other disciplines. Not only 
is the question asked about whether course work should be taken 
in the other disciplines, but how many semester hours of study 
were felt to be desirable? 

Table V indicates that the greatest number of respondents 
favored course work in psychology. There can be no doubt about 
their intentions since 97.1 per cent favor such action. In fact, 
only two respondents did not approve of this and they simply were 
undecided. 

When asked to recommend the number of semester hours of 
study in psychology, the largest per cent (57 per cent) favored 
from 6 to 12 hours. (See Table VI). It is rather interesting to 
note that among the psychologists, there was not complete agree- 
ment about this range of hours. The largest per cent (44 per cent) 
of psychologists favored from 6 to 12 hours of study, but 31 per 
cent favored more than 12 hours of course work. On the other 
hand, sociologists and anthropologists agreed, as their choices 
were for the 6 to 12 hour category, and thus the consensus of 
respondents approved this latter range of semester hours. 

When the respondents were asked whether course work in 
sociology was desirable, and if so, for how many semester hours, 
a similar response to that of course work in psychology was noted. 
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The largest per cent of response (92.6 per cent) approved of some 
work in sociology, and again, the greatest response favored from 
6 to 12 hours of study. An examination of Table VIII shows that all 
three groups tended to agree fairly well about this question. 

Again, the respondents were asked to indicate whether course 
work in anthropology was desirable, and if so, how many hours 
would they recommend? Table IX and X show the results of this 
question and indicate that 71 per cent of the respondents favored 
course work in anthropology. However, Table IX also shows that 
psychologists and sociologists were not as unanimous as they had 
been when they had considered course work in their own fields. 
Here, for example, 63 per cent of the psychologists and 68 per 
cent of the sociologists approved of anthropology, but there were a 
rather large number of each group who disapproved: 28 per cent 
of the psychologists and 30 per cent of the sociologists indicated 
disapproval. Since the sample was relatively small, this repre- 
sented responses from 9 psychologists and 7 sociologists. 

Of those who said ‘‘Yes’’, that anthropology was a desirable 
course, there was not strong agreement about just how many 
semester hours were necessary. While the largest percentage of 
respondents (42 per cent) favored less than 6 hours, a rather 
large group (38 per cent) favored 6 to 12 hours. Here, the psych- 
ologists differed from the sociologists in that most of them 
favored 6 hours or less, while most of the sociologists and anthro- 
pologists favored 6 to 12 hours. Twenty-five per cent of the 
psychologists were undecided on just how many hours were felt 
necessary. 

The next question concerned whether the three groups thought 
that behavioral sciences other than their own should be recom- 
mended for advertising majors. 54 per cent said that there were 
other behavioral sciences the advertising students should take, 
while 28 per cent said there were no others, and 18 per cent were 
undecided. (See Table XI). 

In Table XII, the follow-up question concerned which be- 
havorial sciences were recommended by those who answered 
‘Yes’? in the preceding question. One finds economics, political 
science, social welfare, social psychology, biology, history, and 
Statistics. Economics received the largest number of responses 
and political science the next largest number. 

When the follow-up question was asked about how many semes- 
ter hours was felt necessary for these ‘‘other’’ behavioral sci- 
ences, the largest percentage felt that 6 to 12 hours was desirable. 
There was a great deal of agreement between the three groups 
about this answer. See Table XIII. 
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The last question in this series concerned whether the re- 
spondents favored a composite course of instruction in the be- 
havioral sciences. Table XIV shows clearly that most of the re- 
spondents did not want a composite course. 66 per cent said 
‘‘No’’, while only 21 per cent said ‘‘Yes’’. There was a fair 
amount of agreement among the groups in this negative reply, al- 
though there were a number of undecided votes cast. 

Finally, for those who indicated that they preferred a com- 
posite course, the question was asked, how many semester hours 
were recommended. Table XV shows that there were no clear- 
cut answers. First of all the total sample who responded to this 
question was only 13 and of this number, 39 per cent favored 
more than 12 hours while 31 per cent favored from 6 to 12 hours 
and 23 per cent wanted less than 6 hours. 


SUMMARY 


Social scientists from each of the three groups were in sub- 
stantial agreement when the recommended study in the behavorial 
sciences for advertising majors in college. The overwhelming 
response indicates that they see some relationship between the 
objectives of advertising and their own disciplines. 

Furthermore, the respondents also agreed that among the 
three disciplines, both psychology and sociology should be re- 
quired. However, although the groups also approved the study of 
anthropology, the degree of selection did not match the two afore- 
mentioned disciplines which were both selected by 90 per cent of 
the total respondents, while anthropology was only recommended 
by 70 per cent. Thus, there is not the intensity of agreement on 
this question of which fields should be taken. There was enough 
agreement, however, to warrant a statement to the effect that the 
respondents do feel that course work in each of the three fields is 
desirable. 

As to how many semester hours would be recommended for 
study in both psychology and sociology, there is also a great deal 
of agreement for the six to twelve hours range of study. However, 
the largest percent of respondents felt that less than six hours 
was adequate for the study of anthropology, with a 6 to 12 hour 
range being approved by a smaller per cent (38 per cent). There 
is, however, also some disagreement within the groups whether 
the range of hours for anthropology should be less than 6, or 6 to 
12 semester hours. The psychologists favor the smaller range, 
while the sociologists and the anthropologists favored the larger 
range. Since there was no very large numbers of responses in 
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favor of one versus the other, this question might best be subject 
to further research before any definite feelings can be adopted 
about anthropology and the number of hours necessary for adver- 
tising students to take. 

The respondents also felt fairly strong about the necessity for 
advertising students to study other behavioral science courses 
other than psychology, sociology, and anthropology. There is fair 
agreement on this point, but there is some question about which 
areas should be included. A total of seven different subject- 
matter areas other than the aforementioned three were recom- 
mended, but the only one which received enough votes to be 
seriously considered was economics. Even, then, it is question- 
able whether one ought to consider the study of economics as a 
behavioral science. 

It is rather surprising that psychologists did not consider a 
course in statistics as one of their own courses, and also that a 
psychologist and two sociologists did not consider social psych- 
ology as part of their own disciplines. Furthermore, it is also 
questionable whether biology should be listed as a behavioral 
science. 

Of those who did approve of economics, and other courses, the 
range of hours recommended was from 6 to 12. This finding as 
reflected in Table XIII does not appear to be very useful since 
more than seven different course areas were mentioned, and the 
only one with any great amount of consensus was economics. The 
question arises whether the choice of number of hours for study 
represents economics or other courses. 

Finally, though it seems fairly obvious that most of these 
social scientists do not favor a composite course in behavioral 
sciences, there is enough agreement about this question to be a 
fairly good analysis of these men’s feelings. 


CONCLUSIONS AND IMPLICATIONS 


In evaluating this section, one may conclude that the objectives 
were well-achieved. The objective was to make an exploratory 
study to see whether those who teach and practice behavioral 
science could and would recommend certain courses of study for 
students majoring in advertising. This they did quite convincingly. 
The respondents do favor course work in the behavioral sciences. 

It is also significant that the respondents do not necessarily 
have any great amounts of professional jealousy since many of 
them were quite willing to advocate study in related disciplines. 

In trying to assess the importance of this study for advertising 
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educators, it is necessary to keep in mind that the relatively 
small sample furnishes only a clue to what a larger sample 
might think. However, in the light of the ‘‘exploratory’’ nature of 
the research project, there are certain clear-cut indications 
which may serve to guide educators after further research is 
conducted as an aid in curriculum building. 

One of the implications of this study then, is that more re- 
search is needed, especially to resolve the apparent conflict 
about which areas of behavioral science should be studied. For 
example, if the advertising major were required to study from 6 to 
12 hours each of the two disciplines, from 1 to 5 hours of anthro- 
pology, this would mean that he would have a minimum of 13 anda 
maximum of 29 semester hours of study. The problem then is 
one of squeezing requirements into an already tight academic 
program. There are usually many other requirements in the col- 
lege curriculum for advertising majors, such as advertising 
theory, techniques, liberal arts, marketing, etc. Either fewer 
elective hours would be available, or some course now required 
would have to be eliminated. 

Furthermore, the question arises, how much duplication would 
one find in these courses? Since each of these disciplines is con- 
cerned with human behavior, there is bound to be duplication. 

Even then, the question arises, is any one of these disciplines 
more pertinent to the study of ‘‘consumer behavior’’ than any 
other? Finally, if the student majors in only one of these discip- 
lines, will this be sufficient exposure to the field of behavioral 
science to enable him to understand the problems representative 
of each discipline, or will the student graduate with the biases of 
the particular discipline in which he selected? 

There can be no doubt that further more intensive research is 
necessary. 


30. WHAT RESPONDING 
BEHAVIORAL SCIENTISTS FEEL 
THEIR DISCIPLINES COULD 
CONTRIBUTE TO CERTAIN 
SPECIALIZED AREAS OF 
ADVERTISING 


Louis C. Wagner* 


OCIAL scientists whose fields of specialization are Anthro- 

pology, Psychology, and Sociology were asked to indicate how 
their disciplines could contribute to the following four aspects of 
advertising: (1) Advertising management, (2) Advertising creativ- 
ity, (3) Advertising media, and (4) Advertising research. Due to 
the fact that more psychologists and sociologists have been used 
by business firms as consultants, social scientists in these two 
fields felt that their disciplines had more applications to adver- 
tising than did specialists in anthropology. For additional infor- 
mation on the applications of these fields to marketing and ad- 
vertising problems, the reader is referred to the references 
listed below. 4 


*Louis C. Wagner, Professor of Marketing, University of Washington. 


1. General 
William Lazer and Eugene J. Kelley, ‘‘Interdisciplinary Horizons in Market- 
ing’’, Journal of Marketing, Vol. 25 (October, 1960), pp. 24-31. 


Anthropology 


Charles Winick, ‘‘Anthropology’s Contributions to Marketing,’’ Journal of 
Marketing, Vol. 25 (July, 1961), pp. 53-61. 

Richard C. Sheldon, ‘‘How the Anthropologist Can Help the Marketing Prac- 
tioner,’’ in W. David Robbins, editor, Successful Marketing at Home and Abroad 
(Chicago: American Marketing Association, 1958), pp. 209-304. 


Psychology 


Hattwick, Melvin S., How To Use Psychology for Better Advertising. Engle- 
wood Cliffs, N. J., Prentice-Hall, Inc., 1950. 

Pierre Martineau, Motivation in Advertising. New York: McGraw-Hill Book 
Co., 1957. 

Walter A. Woods, ‘‘ Psychological Dimensions of Consumer Decision,’’ Journal 
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CONTRIBUTIONS OF ANTHROPOLOGY 


Only half of the responding anthropologists indicated that their 
discipline had any applications of value to the field of advertising. 
Those mentioning contributions felt that concepts developed in the 
division of cultural anthropology would be most valuable. In addi- 
tion, it was pointed out that the field of linguistic anthropology 
could also be of value to advertising. Suggested applications of 
this discipline to the four areas of advertising are as follows: 


Management 


It was suggested that anthropology through a knowledge of cul- 
tures and cultural differences could assist management in making 
decisions as to when and where to employ advertising. This dis- 
cipline could also be of value in appraising the ability of advertis- 
ing to influence purchasing habits as well as to change purchasing 
habits of consumers. 

This branch of the social sciences could also be of value in 
focusing attention on the decision making process in advertising as 
influenced by the knowledge of formal and informal organizations. 


Creativity 


It was pointed out that anthropology can assist the advertiser 
by providing an insight into the symbolic aspects of culture as well 
as mechanisms by which culture can be changed. In particular, a 
knowledge of cultures and the subcultural complexity of audiences 
may aid the copywriter. The selection of advertising themes can 
be helped by the anthropologist’s understanding of themes ina 
culture. The studies made by this branch of the social sciences 
into the relationship of various members of a family to each oth- 
er, such as the relationship of husband to wife, can be employed to 
secure a better understanding of buying influences and how these 
influences can be more effectively exploited. 

In view of the importance of various sub-cultural groups in our 


of Marketing, Vol. 25 (January, 1960), pp. 15-19. 


Sociology 


Philip M. Hauser, ‘‘Aspects of Sociology for Business’’, University of Wash- 
ington Business Review, Vol. 20 (February, 1961), pp. 3-17. 

Christen J. Jonassen, ‘‘Contributions of Sociology to Marketing,’’ Journal of 
Marketing, Vol. 24 (October, 1959), pp. 20-35. 
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economy, advertisers wishing to expand the market for their prod- 
uct among members of a racial group, can benefit from what the 
anthropologist knows about the special subculture of this race. In 
addition, American advertisers can be prevented from unwittingly 
violating a cultural, religious, or political taboo when selling 
overseas. 

The anthropologist may help the advertiser in selecting an ef- 
fective layout or design by pointing out why a particular shape has 
special symbolic significance. 


Media 


Those responding to our questionnaire felt that this discipline 
could be of only general value in the media area. However, it was 
felt that use of advertising media could be assisted by providing 
information regarding the role of communication in culture and 
especially linguistics in relation to cultural value and perceptions. 
Anthropology could also help advertisers in media selection and 
appraisal by providing insights into the most effective modes of 
diffusion of new ideas in various cultural groups. 


Research 


Relatively few anthropologists felt that their discipline would 
be of any help in the research area. Those who responded favor- 
ably felt that the main contribution of anthropology would be in the 
area of research methodology. In addition, a few respondents 
felt that their field would provide some help in identifying addi- 
tional problems to be investigated. 


CONTRIBUTIONS OF PSYCHOLOGY 


Nearly all psychologists responding to the questionnaire felt 
that their branch of the social sciences had contributions to make 
to advertising. Among the applications of this branch of the social 
sciences to advertising were the following: 


Management 


The major contribution of psychology to advertising manage- 
ment was felt to be in the area of handling people employed in ad- 
vertising. It was felt that this branch of the social sciences by 
developing knowledge about organization and decision theory, 
group psychology, and supervisor-subordinate behavior would 
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help management in accomplishing its organizational objectives. 
In addition, their field has many contributions to make in the en- 
tire personnel management field. By application to problems of 
job analysis, testing and selection procedures, performance evalu- 
ation and motivation of personnel, psychology can assist any em- 
ployer of advertising personnel increase the effectiveness of its 
manpower. 


Creativity 


In this area most respondents felt that this branch of the social 
sciences could make important contributions to the solution of 
creative problems. The body of knowledge developed by psycholo- 
gists has application to the selection of effective themes and ap- 
proaches. 

The whole area of motivation research has drawn very 
heavily from the field of psychology. It was pointed out that the 
findings and methods of experimental psychology have been valu- 
able to those interested in determining motivation. Social sci- 
entists in this field have developed techniques such as attitude 
scales, word association, and thematic apperception which can be 
used to probe into conscious and subconscious motivational fac- 
tors. 

In addition to knowledge which is helpful in understanding moti- 
vation, the psychologist can make important contributions to other 
creative problems in advertising. What psychologists know or do 
not know about perception, learning, attention, memory, and in- 
dividual differences can be of value. For example, psychological 
theories can assist the copywriter in determining what appeals to 
emphasize, the number of appeals to include in the advertisement, 
the frequency with which appeals should be changed, the value of 
repetition, and adapting appeals to particular segments of the 
market. Psychological knowledge can help the artist and layout 
man concerned with the possible effectiveness of various methods 
of attracting attention, securing interest, and obtaining convic- 
tion. 


Media 


Most respondents felt that psychology had little or nothing to 
offer in appraising and selecting media. However, it was pointed 
out that this discipline might contribute an experimental approach 
of value in determining the relative efficacy of communication 
media. 
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Research 


Psychologists pointed out that many of the techniques developed 
in the fields of social, clinical and experimental psychology can be 
directly applied to advertising research problems. Their discip- 
line has made important contributions to survey methodology 
particularly in the areas of interviewing, building of question- 
naires, and sampling techniques. Psychological theories of human 
behavior also have widespread applications in the area of motiva- 
tion research. Finally in studying the relative effectiveness of 
media or appeals, the psychologist’s knowledge of experimental 
design is helpful to the researcher. 


SOCIOLOGY 


Nearly all sociologists felt that their field had numerous con- 
tributions to make to advertising and tended to list more detailed 
applications than social scientists in the other two fields. Re- 
spondents to our questionnaire mentioned the following ways in 
which their discipline could be of help. 


Management 


It was pointed out that the sociologist can contribute to the 
effectiveness of advertising management problems by providing 
tools for the analysis of the decision making process by persons 
and groups. Knowledge of leadership principles, status and role 
theory, and functions of social conflict were stressed. 

In addition, management decisions can be assisted by the 
sociologist’s knowledge of groups and institutions. In particular, 
principles developed regarding small groups and bureaucracy as 
well as the nature and functions of institutions were mentioned. 
For example, small group research concerned with knowledge of 
leadership, motivation and incentive, group problem solving, and 
committee and group meetings may be particularly helpful. The 
theories and principles developed by the sociologist in this field 
can assist the advertising department in the decision making 
process as well as an agency in working effectively with a client. 

The sociologist’s work in the field of demography is of value in 
determining where to direct promotional efforts. Knowledge about 
the size, composition, distribution and dynamics of population is 
particularly useful. Of special interest to the advertiser is the 
increasing attention which the demographer is directing towards 
the making of current population estimates and population projec- 
tions. 
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Creativity 


Respondents to the questionnaire stressed the contributions 
which the sociologist has made in the area of motivation research. 
In particular, their studies of social class were stressed. These 
studies focus attention on the implications of class and status and 
describe the differential motivational patterns of various classes 
in our society. Contributions made by the sociologist in this area 
are helpful in selecting advertising appeals suited to influence 
particular groups. 

The sociologist’s knowledge of the leadership structure can 
also be of help in determining which individuals to influence in 
order to secure quick acceptance of new products or ideas. In 
addition, his studies of message diffusion can be of value in se- 
lecting effective media to use in a campaign. 

Also, it was mentioned that social scientists in this field have 
undertaken experimental studies of the differential effects of 
various kinds of appeals. 


Media 


Sociologists replying felt that their discipline could make im- 
portant contributions to media selection and evaluation through 
their study of the whole area of mass media and communications. 
In particular, they could provide a better understanding of the 
nature and role of the various media in influencing the thought and 
behavior of individuals and groups. Their knowledge would help 
understand the values, attitudes, and perceptions of the audience 
reached by media. 

In addition, they pointed out that personal influence studies 
have related the effects of different vehicles to the composition of 
the medium’s audiences. 


Research 


Respondents pointed out that sociologists have made important 
contributions to knowledge in the area of survey research method- 
ology. Their research has been particularly helpful in the areas 
of questionnaire construction; types of questions to ask; improve- 
ment of interviewing procedures; techniques of assaying the reli- 
ability and validity of response; and selection of better samples. 
They have also focused their attention on social structure vari- 
ables which should be considered in the analysisof survey results. 
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Sociologists also have been responsible for developments in 
other research techniques which can be of benefit to those engaged 
in advertising research. Social scientists in this discipline have 
made advances in: design of experiments, including experimental 
procedures and factorial designs; improved observational tech- 
niques; and in the use of mathematical models. The research in 
this field has made strides in more refined attitude measurement 
by means of latent analysis and scaling. 

Finally, it was stressed that a study of sociology would insure 
that the necessary emphasis is given to an evaluation of the im- 
portance of the extent to which a person’s reactions to advertising 
are influenced ky his association with others. 


31. PRIMARY AND SECONDARY 
MATTER RESPONDING BEHAVIORAL 
SCIENTISTS WOULD INCLUDE IN A 
COURSE DESIGNED SPECIFICALLY 
FOR STUDENTS MAJORING 
IN ADVERTISING 


Max Wales* 


N Question 6, the respondents were asked to name ‘‘the single 

most important book in your discipline which you believe should 
be read by advertising majors in college.’’ Among the psycholo- 
gists, the most significant grouping occurs not in a single book 
but in those books which have advertising mentioned in their 
titles. Of the titles listed, 15 in all, 7 related directly to adver- 
tising, and 8 were of more general title. This follows, undoubt- 


edly, the fact that there is a considerable field of published ma- 
terial directly relating psychology and advertising. 

The respondents among the sociologists showed no grouping at 
all, nor did they list a book with advertising in its title. Of 12 
books mentioned, two votes went to W. G. Summer’s Folkways, 
and the remainder of the list received one mention each. 

The same lack of advertising-directed titles characterized the 
respondents from anthropology, but there was more agreement in 
respect to the books suggested. Mirror For Man, by Kluckholm, 
received three mentions; Man and His Work, by Herskovits, re- 
ceived two; and Anthropology by Kroebker, received two mentions. 
These three titles represented 7 of the 10 books mentioned. 

In Question 7, the respondents were asked to recommend a 
periodical. Here the psychologists were heavily in favor of The 
Journal of Applied Psychology. This publication received 15 of 21 
mentions. It is interesting to note that although only 15 books were 
mentioned, 21 periodicals were listed. The sociologists were also 
in agreement, although to a lesser extent than the psychologists, 
concerning periodicals. Of a total of 17 periodicals mentioned, 


*Max Wales, Associate Professor of Journalism, University of Oregon. 
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The Public Opinion Quarterly received nine votes. The American 
Sociological Review and The American Journal of Psychology re- 
ceived three mentions each. The anthropologists divided their 
votes between The American Anthropologist (5) and Human Or- 
ganization (7). 

Speculation might lead us to wish some type of control had been 
used in the study. Perhaps because the study included advertising, 
books and periodicals dealing either with advertising, communica- 
tion, or public opinion received more mention than they would 
have if the questions had been asked about a liberal arts major. 

Question 8 asked for likely titles for student research on the 
fields being studied. Each title was individual; looking for pat- 
terns seems not just treatment of them. They are present in the 
Appendix in complete form and justify individual contemplation. 
Perhaps, the most noteworthy characteristic is that they would be 
accepted, with some amendments perhaps, by most advertising 
educators as productive fields of research. A high degree of 
recognition of advertising problems seems to characterize the 
respondents. 

Question 9 seems to have uncovered either some prejudice 
against advertising or the feeling that advertising education is 
essentially a ‘‘trade school’? subject. One psychologist, five 
sociologists, and two anthropologists felt they were offering no 
course at the present time which should be taken by advertising 
majors. A total of 34 from the three groups did believe that they 
did offer courses of value to an advertising major. While 34 to 8 
is a considerable majority, the 8 remain the most interesting dis- 
closure. How many respondents were either silent or responding 
tongue-in-cheek to this question? It is interesting also because 
few teachers of any discipline seem to believe they offer no course 
which will help fit a man for the role of citizenship. If this be an 
acceptable presumption, a distinction is being made between an 
advertising major and a future citizen. 

Question 10 dealt with the areas which would be stressed if the 
respondent were to design a course specifically for advertising 
students. Motivation was first with the psychologists, with a vote 
of 13. Perception followed with 8 mentions, and sampling and 
measurement likewise had 8. These three areas constituted 29 of 
our 50 areas mentioned. The sociologists concentrated on Nature 
and Influence of Groups with 6 votes, Social Organization and 
Communication with 5 votes each. The anthropologists concen- 
trated on Concept of Culture and Cultural Change (9 of 13 men- 
tions). 

There is little startling here, but there is much of value. It 
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should be most instructive to advisors of advertising majors to 
have these tables at hand. Experimentally, they have been made 
available to a few advertising majors this fall. Comparing the 
opinions offered by this survey with the offerings of the university 
catalog, they have been able to select their courses in psychology, 
sociology and anthropology with more grasp of their needs, and 
the students seem to have planned their programs with more self 
direction. 


32. THE CONTRIBUTION OF 
SELECTED BEHAVIORAL SCIENCES 
TO THE FIELD OF ADVERTISING 


Jean C. Halterman* 


N its survey on the contribution of selected behavioral sciences 

to the teaching of advertising, the AMA Committee on the 
Teaching of Advertising concluded its mail questionnaire with a 
request that the respondent, at his option, ‘‘Make an open-end 
statement about the manner in which you believe your discipline 
can contribute to the entire field of advertising.’’ More than 60 
per cent of the returned questionnaires carried a completed 
statement in response to this difficult question, and the replies in 
general indicated both an understanding and a sensitive awareness 
of the problems of advertising. 

The statements of the social scientists cannot meaningfully be 
treated statistically; yet, these replies can and do reflect im- 
portant ideas and challenges to the teacher of advertising. For 
these reasons, many of the statements have been grouped and 
quoted in part or in full in the section that follows. 


Responses from Psychologists 


Of all the behavioral sciences, the close relationships between 
advertising and psychology perhaps become most quickly apparent. 
The statements from psychologists responding to the AMA survey 
stress these close relationships and, both in general and specific 
terms, show a variety of specific ways whereby a study of psych- 
ology can contribute to the entire field of advertising. For ex- 
ample, one psychologist explained the psychology -advertising re- 
lationship this way: 


Advertising is a branch of applied psychology. Psych- 
ology is the science of behavior. Advertising is the 
study of the creation of stimuli to manipulate behavior 
within certain limited areas of economic and social 
life.... 


*Jean C. Halterman, Associate Professor of Marketing, Indiana University. 
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In the same vein, another psychologist related advertising to 
psychology and then stressed the need for a blending of both skills 
in the teaching of applied psychology courses: 


Advertising is motivating and influencing people, and 
psychology is the study of human behavior. In other 
words, general psychology should be the basic course, 
followed by a course in the psychology of advertising 
which applies the principles to advertising. It cannot be 
assumed that the student or even that all psychologists 
can apply the basic principles effectively without special 
training and experience in advertising. The applied 
course should be taught by a person well-trained in 
psychology but also with practical or research experience 
in advertising. 


Other comments also supported the importance of psychology 
to the field of advertising. ‘‘A study of the entire marketing mix,”’’ 
said one, ‘‘is based on the psychology of influence, theories of 
learning, and social interaction.’’ And, in broader terms, another 
said that, in his opinion, ‘‘. . . knowledge of human growth, devel- 
opment, and behavior—integrated, interrelated, based upon studies, 
research theory, etc.—is absolutely essential regardless of the 
field of application (e.g., advertising).’’ The application of psych- 
ological study to advertising seems clear and accepted both by the 
psychologist and the advertiser. 

A variety of specific areas of applied psychology were men- 
tioned by respondents as providing a contribution to the field of 
advertising and of use to the student of advertising. These areas 
tend to group themselves into three broad classes: (1) behavior 
studies, (2) communication and learning processes, and (3) re- 
search methodology. For example, one respondent pointed to 
these specific areas of psychology as being pertinent to advertis- 


ing: 


The psychology of advertising is a fairly old sub-discip- 
line of psychology. Psychologists, as well as other social 
scientists, have developed a considerable body of know- 
ledge about research methodology in the areas of con- 
sumer motivation, individual marginal utility, and mar- 
keting research procedures. There is (also) a body of 
psychological knowledge concerning attention, perception, 
motivation, and memory which applies fairly directly. 
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Others concurred. Psychology, said one, ‘‘can contribute 
knowledge of how and why people behave as they do, which is basic 
to advertising’s goal of reaching people effectively.’’ Another 
suggested that the study of psychology can help to provide a 
‘‘general understanding of people, their motivations, perceptions, 
and differences.’’ Still another respondent pointed out that the 
contribution of psychology to advertising will be ‘‘to provide in- 
sights into buying motives, the roots (and irrational nature of 
beliefs and attitudes) and the nature of perception.’’ Certainly, a 
significant portion of the field of advertising relates closely to 
psychology; a part of the field of advertising, in fact, might well 
be classified as applied psychology. As one respondent explained: 


Advertising is communication of motivating ideas. Com- 
munication takes place between people. The behavior of 
people is the heart of psychological study. Ergo, the 
knowledge of human behavior is essential to success in 
advertising. 


A significant number of psychologists emphasized in their 
responses the particular values of psychological research tech- 
niques to the field of advertising, as illustrated in this response: 


My impression is that the field of advertising is sold 
perhaps more than its share of poor or inadequate psych- 
ological research. It would be a contribution if we taught 
men entering the field how to evaluate a good research 
program. 


Stressing specific areas of research, another psychologist sug- 
gested that his field can contribute most to advertising in these 
areas: 


(1) defining representative consumer samples; 
(2) establishing objective measures of consumer behavior; 


(3) evaluating the relative effectiveness of various promo- 
tional techniques and devices. 


Still another respondent stressed the contribution of research 
methodology in another way. The field of psychology, he ex- 
plained, can contribute to advertising by developing in students 
‘fan awareness of experimental design and the scientific method 
in general applied to human behavior.’’ And the emphasis on the 
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scientific method received further support from this statement 
explaining that: 


(The field of psychology) might provide an opportunity for 
the student to learn to appreciate fundamental factors in 
behavior in contrast with superficial gimmicks and tricks 
with which advertising is unfortunately so often as- 
sociated. It would indicate some limitations in our know- 
ledge about behavior and cultures and develop an appre- 
ciation for proper research objectives and methods. It 
should steer students away from cliches, rules of thumb, 
cults, etc. It should help make him more open minded 
and receptive to rigorous thinking and disciplined meth- 
ods. It might help develop a healthy curiosity about 
human nature and society and show him how these things 
might be studied. 


A consultant expanded on this research-oriented point of view, 
saying: 


The various investigated methods of psychology can be ef- 
fectively employed at all decision points in advertising. 
Additionally, the various theories (systems) of psychology 
offer substantive content, which if regarded from an 
eclectic point of view can be of value. It seems to me that 
educational psychology has a more important role to play 
in advertising than has been given it; after all, advertis- 
ing is essentially an educative process. The various 
‘*brands’’ of psychoanalysis can also be useful, particul- 
arly the methods that stem from abnormal psychology. 
Somewhere in the course sequence should be a stiff dose 
of objectives, ethics, etc. of modern society, with special 
reference to advertising. This should be woven into the 
psychology of advertising although I am not certain just 
how psychology itself can contribute to this. 


One psychologist responding to this portion of the AMA survey 
introduced a different point of view concerning the contribution of 
psychology to advertising. This response pointed out that: 


Critical evaluation of advertising and its role in the 
degradation of rationality in Western society would be an 
important contribution that psychologists could make to 
the modern world. 
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In general, however, in the opinion of psychologists responding 
to the survey, the field of psychology can provide useful and sub- 
stantial contributions to advertising in many areas, particularly 
through studies of motivation, communication, research design, 
and methodology. 


Responses from Sociologists 


Replies from sociologists to the request for a ‘‘statement 
about the manner in which you believe your discipline can contri- 
bute to the entire field of advertising’’ suggest also a relatively 
strong interrelationship between this discipline and the field of 
advertising. Here, as in psychology, the sociologist tends to place 
emphasis on those contributions related to behavior, communica- 
tion processes, and scientific research methodology. To illus- 
trate, one sociologist explained that: 


We can teach students of advertising (or of any other 
discipline) how to understand and predict behavior of any 
and all areas of society. We can help them to become 
sophisticated in manipulating collectivities: masses and 
groups of all sorts. We can assist them in becoming 
sensitive to trends in tastes and other consumption pat- 
terns in our society—or elsewhere in the world. 


Another sociologist said that the study of sociology by students of 
advertising can contribute in these two broad ways: 


(1) by producting research specialists at the graduate 
level who have the competence to design and interpret 
results of research in various areas of advertising; and 
(2) by giving undergraduates a general introduction to 
American society—values, social structure, etc.—and to 
sociological theories of the ‘‘mass society,’’ social or- 
ganizations, public opinion, etc. 


Here, as with psychology, the interrelationships of the two 
disciplines are defined with clarity. ‘‘People substantially react 
to advertising in terms of the norms of the group to which they 
belong or with which they identify,’’ one respondent explained. 
‘‘Understanding these norms and behavior patterns—a part of 
sociology—is, therefore, essential to one working in the field of 
advertising.’’ Others indicated the contribution to advertising 
that can derive from a better understanding of the group in 
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society; the values, sentiments, norms, of the group; the ‘‘bonds 
that hold people together, the forces that divide people.’’ 

Comments from two sociologists responding to the survey 
touched also on the problems of ethics in the field of advertising 
and suggested the contribution that sociology might make to this 
important area of advertising. One sociologist, for example, said 
that this discipline could contribute to the field of advertising by 
stressing the importance of human values. ‘‘Too many advertis- 
ers and public relations personnel,’’ he explained, ‘‘see people 
only as units to be manipulated in their own (the advertiser’s) 
interest.’’ Reflecting a similar viewpoint, another sociologist 
suggested that sociology can contribute to advertising by ‘‘helping 
people in the advertising business to change their minds with 
reference to quality goods.’’ 


Responses from Anthropologists 


While the application of anthropological studies to advertising 
may appear to be somewhat more subtle than are certain of the 
obvious applications of psychology and sociology, the responses 
from those persons in the field of anthropology reflect in general 
that this discipline, too, has both broad and direct contributions 
for the student of advertising. More than 85 per cent of those 
anthropologists who returned the completed AMA questionnaire 
also submitted an optional statement relating to the contribution 
that anthropology can make to advertising. The interest on the 
part of anthropologists in pursuing relationships between anthro- 
pology and advertising presumably is strong; and the range of 
responses reflects a rather broad spectrum of ideas and attitudes 
toward advertising. 

‘‘Anthropology,’’ explained one respondent, ‘‘can contribute to 
the student’s understanding of human behavior in a way no other 
social science can, by illustrating regularities and cultural dif- 
ferences.’’ Expanding this idea further, another added that anthro- 
pology can contribute to advertising: 


‘*... particularly by showing advertising people how and 
why American society operates as it does, thus showing 
what can reasonably be expected to change and not to 
change, what is possible to manipulate and what is not. 
Also, on another level, (the study of anthropology can 
provide) an understanding of the field of advertising and 
communications itself as a social and cultural subsystem 
within America, with consequent understanding of how to 
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operate within that established, on-going system of rela- 
tions and institutional patterns. 


The importance of a study of anthropology to the field of ad- 
vertising is further developed in these comments from anthro- 
pologists: 


There are differences in motivation from one culture to 
another. There are differences in needs, goals, and 
orientations. Cultural anthropology studies these dif- 
ferences. Advertisers must also consider them. 


And: 


Anthropology would open to an advertiser possibilities 
beyond his cultural frame of reference, and permit him to 
meaningfully advertise on a world-wide basis, to other 
cultures. 


Still another contribution is suggested in this statement: 


Students of advertising are preparing to operate in the 
sphere of custom, taste, preference, value, the approved, 
the acceptable, and the disapproved. Anthropologists 
view this sphere as ‘‘culture’’ and have developed a body 
of theory and principle concerning its nature, its organi- 
zation, its properties of structure and of change. Though 
not completely agreed upon, this information—above all 
these points of view—can hardly fail to prove technically 
and tactically relevant to advertising professions. In 
addition—and perhaps more important—they should in- 
crease perspective insight, and sensitivity in general and 
specifically in ways that are not superficially predictable 
—if only because they haven’t been invented yet—but could 
be. 


Some respondents cited relatively specific applications of 
their discipline to the field of advertising. For example, in ex- 
plaining that ‘‘different areas in the United States, different ethnic 
groups, and different countries have different values,’’ one re- 
spondent pointed out that ‘fa proper approach to advertising for 
one may be quite improper for another,’’ and by way of illustration 
suggested that ‘‘by knowing about and understanding these differ- 
ences, an advertiser can better tailor his copy to the people he 
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wishes.’’ Others also suggested a specific relationship existing 
between cultural anthropology and advertising methodology. 

Anthropologists responding to the survey also mentioned the 
contribution their field could provide in the area of social respon- 
sibilities and ethics in advertising. For example, one anthropolo- 
gist explained that a study of his discipline might attempt to imbue 
potential advertisers with some sense of professional ethics.’’ 
Another supported this view suggesting that anthropology ‘‘can 
contribute, mainly, in making advertising majors realize the 
complexities of social behavior and awakening them to the grave 
responsibilities they bear because of their strategic position. The 
wider societal goals and aims should not be exploited or corrupted 
by their practices simply to sell a product which may or may not 
be essential to the well-being of consumers and society.’’ 

Other anthropologists responding to the AMA survey expressed 
some doubts about the value of a study of advertising at the college 
level and about the application of behavioral knowledge to adver- 
tising practice. As one respondent explained: 


If the field of advertising feels the need to make use of 
anthropology, I believe most anthropologists. . . could 
contribute useful knowledge. Let it be clearly understood 
that anthropology can do nothing useful if anthropologists 
define needs for advertisers!...I am not altogether 
convinced that anthropological knowledge could or should 
be put to the use of persuading people to buy ‘‘X’’ tooth- 
paste, nor could it or should it socialize advertising 
against their own desires... It is strange in our world, 
when our nation faces such serious national and interna- 
tional problems, when more and more our survival is 
threatened, that we should expend so much effort trying 
to convince people that they need toothpaste, corn flakes, 
rubber girdles, encyclopedias, ad nauseum, and that once 
people make the decision to acquire these items, their 
problems will be solved and they will all live happily 
ever after. 


I am aware that not all advertising has such anti-social 
ends, and that not all advertising is infantile and amoral, 
chalking up successes in terms of statistics and taking 
sadistic delight in winning by means of emotional threats. 
I wonder, however, what the difference would be between 
‘‘social advertising’’ and contributions to growth and 
development of a population which might better come 
under the heading of education. 


BEHAVIORAL SCIENCES AND ADVERTISING 


As an anthropologist who deplores recent trends in ad- 
vertising, ...I sometimes wonder if this and other end 
products of thousands of years of cultural tradition do not 
make us worthy of oblivion! Or can we rescue ourselves 
before it is too late? Perhaps anthropology could provide 
some kind of perspective if advertising specialists wish 
it. 


A particularly strong feeling against the use of anthropological 
knowledge in advertising was expressed by another anthropologist 
who said, ‘‘If I felt that anthropology had anything to contribute to 
the further ‘hucksteration’ of our society, I would certainly do my 
best to keep it secret....’’ 

In general, however, those social scientists in anthropology 
responding to this portion of the survey indicated both broad and 
specific contributions to advertising that can derive from a study 
of anthropology, and most answers reflected a mature concern 
toward the problems of meaningful advertising education. 


The Responsibility of the Educator in Advertising 


That the social sciences included in this study can make a con- 
tribution to the entire field of advertising seems both clear and 
practical; indeed, the field of advertising for many years has 
drawn widely from the behavioral sciences and in some respects 
also has contributed to that body of knowledge. Specifically, the 
behavioral scientist responding to the AMA survey has shown how 
studies of motives, behavior patterns, the learning process, human 
values, norms, cross cultures, investigative methods, and addi- 
tional specific areas of the behavioral fields can contribute to the 
entire field of advertising. Further, he has indicated broad values 
that can accrue from a study of the behavioral sciences, particu- 
larly in relation to the social responsibilities and standards of’ 
ethics in advertising. Although additional contributions of the be- 
havioral areas to advertising may immediately come to mind, the 
significance of the statements of responding social scientists 
probably lies in a somewhat different direction. A study of in- 
dividual and group behavior, of cultures, of ethnic groups, or per- 
ception, of communication is not an innovation in the field of ad- 
vertising education. The values inherent in a program of study 
for the student of advertising that includes advanced work in at 
least certain of the behavioral sciences long has been recognized. 
Thus, a listing of general and specific contributions of these 
areas to advertising serves little purpose other than to renew 
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awareness and to suggest to the educator what he surely already 
knows. 

It is the immediate and continuing responsibility of the teacher 
of advertising to re-examine his own efforts with respect to be- 
havioral knowledge. We, as teachers, must ask ourselves to what 
extent we can draw further from the current and expanding body of 
knowledge available from the behavioral areas. Are we, for ex- 
ample, making full use both of the findings of the behavioral sci- 
entists and of the contributions to research methodology available 
from the behavioral fields? The question of what behavioral study 
belongs in the advertising course and what study properly belongs 
in a different department or school is simply mechanical at this 
point: the important question is whether the student of advertising 
is in fact directed, one way or another, to the behavioral know- 
ledge and research methodology now available. 

Second, are we in advertising education working with equal 
fervor and purpose toward establishing and expanding a funda- 
mental body of knowledge in our own field? Ina real sense, we 
know only little about the functioning of advertising; we are fully 
aware of many fundamental, perplexing questions that remain to be 
answered. Our ability to draw from a body of fundamental know- 
ledge to explain and predict is alarmingly limited. This, of 
course, is not to say that courses in advertising lack substantial 
content; indeed, certain areas and concepts of advertising educa- 
tion are of such significance to all students of business and jour- 
nalism—among them testing, evaluation, appropriations, media, 
market analysis and segmentation, consumer orientation—that 
such studies, in varying degrees of depth, now are becoming in- 
tegral parts of the curriculum of other fields. This broadening of 
coverage represents a healthy trend. But we in advertising must 
recognize our responsibility toward developing further a basic 
fund of knowledge. We must not—we cannot—expect industry to 
assume major responsibility for the development of fundamentals 
that can be used to explain, to predict. Perhaps, a real contribu- 
tion we can draw from the behavioral sciences is to emulate the 
dedication with which their scholars seek to discover fundamental 
truths. We in advertising education do work in this direction; we 
must continue to apply our efforts intensively toward further 
developing the substance of advertising as a discipline. 

A third problem and responsibility for the teacher of adver- 
tising suggests itself from the responses to the AMA survey. In 
some way, the teacher of advertising must seek to disseminate 
among his colleagues a deeper understanding of the role and func- 
tion both of advertising and of the business system of which 
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advertising is a part. Critical analyses of advertising are vital 
both to courses in behavioral areas and to the well-being of adver- 
tising itself. Yet those analyses must be based on a broad under- 
standing both of advertising and the society in which it operates. 
Almost all of the responses received in the survey reflect this 
understanding of advertising and a sensitivity toward advertising’s 
problems on the part of the behavioral scientist. Within this at- 
mosphere, whatever the classroom, analysis and criticism of ad- 
vertising can be both meaningful and helpful. The behavioral sci- 
entist, the economist, the philosopher, the writer—each of these 
persons and others can contribute toward the solution of critical 
problems of advertising. Yet their criticisms and analyses of ad- 
vertising must be based on a reasonable knowledge and under- 
standing of the field, an understanding that must be the responsib- 
ility of the teacher of advertising to help develop. In general, the 
behavioral scientists have excellent knowledge of the advertising 
field, as evidenced by responses to this survey. But should only 
one teacher—in this or any other field—lead critical discussions of 
the field without adequate knowledge of advertising and business, 
then we are teachers of advertising who are amiss in our respon- 
sibility to provide adequate knowledge from which informed judg- 
ments—either favorable or critical—can be made. 
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33. SUMMARY AND CONCLUSIONS OF 
CONTRIBUTIONS OF SELECTED 
BEHAVIORAL SCIENCES TO THE 

TEACHING OF ADVERTISING 


William L. Doremus* 


T is hardly profound to repeat the cliche: There is nothing new 

under the sun. But, it may be especially applicable with refer- 
ence to the matter of utilizing the social sciences in marketing. 
Although some marketing men have contended that they are only 
now using the tools developed and sharpened by the social sci- 
entists, most of us can easily indicate area and problem applica- 
tions in marketing wherein a given behavioral science has partici- 
pated. Indeed, our marketing research compatriots may well 
affirm that much of their contribution is weighted by a behavioral 
science background; mainly in psychology, but sociology and, in 
some isolated instances, even anthropology are represented. 

This American Marketing Association Committee on the Teach- 
ing of Advertising is more concerned with what an appropriate mix 
of behavioral sciences may contribute to the field of advertising. 
Since the advertising task is concerned with reaching people for 
the purpose of delivering a message, the behavioral disciplines 
would seem to be touched at no fewer than two levels: (1) the study 
of man (individually and as groups) and (2) the study of com- 
munications. 

In this study three types of behavioral scientists were reached: 
anthropologists, psychologists and sociologists. At one point they 
were asked to suggest the manner and extent to which they felt 
their area of competence may make a contribution to the field of 
advertising. Advertising management, advertising creativity, ad- 
vertising media and advertising research were isolated for their 
attention. 


Contribution of Anthropology 


Nearly fifty per cent of the respondent anthropologists felt that 
their discipline had something to offer the field of advertising. 


*William L. Doremus, Associate Professor of Marketing, New York University. 
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Specifically, at the management level, those who did feel they 
could contribute suggested that they might offer a broad perspec- 
tive on the significance and function of power structures as well 
as an assist in the matter of offering cultural perspective on mat- 
ters of taste, choice and prejudice. Since people react according 
to their experiences, and since the kinds of experiences possible 
are dictated by a man’s culture or subculture, a knowledge and 
understanding of group heritage is indicated. For the advertising 
manager, it should be helpful if he has an appreciation of the 
background material of cultural continuity. This should provide 
him with a systematic body of custom, belief and behavior which 
he may use in decision making. 

At the advertising creativity level, anthropologists suggested 
that they might be of help in two somewhat unrelated areas. For 
one thing, through a sense of the symbolic aspects of cultures, as 
well as the mechanism by which cultures can change, and the 
creative mind may be fertilized and stimulated. Also, anthropol- 
ogy can be of aid to the creative person in his role as a com- 
municator by highlighting the cultural references of language in 
their relation to a given stage of advancement or growth. 

Concerning advertising media the anthropologists generally 
agreed that, ‘‘This is not an area of participation for us.’’ How- 
ever, one respondent did suggest that peripherally, anthropolo- 
gists might furnish some insights into the most effective modes of 
and vehicles for the diffusion of new ideas to selected sub-cultures 
in society. 

Regarding the application of anthropology to advertising re- 
search, only one suggestion was offered: that a researcher may 
be sensitized toward unappreciated avenues for investigation 
through the influence of this discipline. The influence of identical 
systematic persuasion upon man in assorted sub-cultural environ- 
ments is a suggested title. 


Contribution of Psychology 


Twenty-five per cent of the respondent psychologists had no 
suggestion as to how their field of specialization may be of aid to 
advertising. Those who did suggest applications stated that psych- 
ological measurement and methodology have important applica- 
tions at all decision points in management. The decision making 
facet of management which has been stressed in the literature of 
the field since the mid-1940’s places this discipline among those 
stressed in management circles. It aids in improving the orderly 
thinking processes. And, for advertising managers, this has 
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special importance since motivation is closely tied to the adver- 
tising task. These were commented on in varying degrees by the 
psychologists who were especially disposed toward close associa- 
tion with murketing generally and with advertising in particular. 
Psychologists, even more than other types of social scientists, 
realize that advertising has no reason for being if it does not aid 
in the sale of the goods and services of industry. 

There are nearly always exceptions though, and, in this case 
he responded as follows: ‘‘Increased knowledge of psychology 
should result in greater appreciation of the responsibility of ad- 
vertisers for considering other things than selling watches and 
widgets. If this did not result, I would discourage the study of 
psychology by advertising students if its use would be turned to 
refining the techniques of advertising manipulations.’’ 

Manipulation is not immediately involved, it seems, when 
psychologists attempt to relate their discipline to creativity, that 
obscure something which behavioral scientists are only now trying 
to fathom. Creativity is a somewhat uncommon personal char- 
acteristic which the literature of psychology is coming to deal 
with more and more. The psychologist probing into the following 
areas of knowledge has contributed here: motivation, perception, 
attention, memory, emotion, learning, attitudes, interests as well 
as such references as individual differences and age role. One 
respondent suggested that psychology may contribute to advertis- 
ing creativity by furnishing an understanding of how motives are 
developed as well as how they are activated in the market place. 

Psychologists who responded were enthusiastic and positive 
that they have something to offer those who shoulder advertising 
media problems. There was one exception and his response read, 
‘I do not see that psychology has anything to offer on media’’. The 
experimental approach of psychologists toward determining the 
relative efficiency of the several communication media has long 
been accepted in advertising circles. In studying the relative ef- 
fectiveness of various media, the psychologist’s knowledge of ex- 
perimental design, sampling (probability) theory and statistics is 
very valuable. 

Advertising research has leaned heavily upon psychology. 
Interviewing techniques, sampling statistics, experimental meth- 
odology (as used in product testing, for example) derive a con- 
siderable benefit from psychological research. It is common 
practice now to use quantitative psychometric design in experi- 
ments directed to determine the relative effectiveness of the 
components in advertisements. 
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Contribution of Sociology 


The programming of study in the social sciences as an inter- 
disciplinary component in the educational mix of advertising stu- 
dents was supported by the responses received from the repre- 
sentative selection of the social scientists who were interviewed. 
Seventy-five per cent of them had specific suggestions as to how 
sociology may be of help to the advertiser. An appreciation of the 
method and attitude in the behavioral sciences tend to keep the 
advertising manager from leaping to conclusions based on an un- 
realistic interpretation of apparent ‘‘facts.’’ It provides a struc- 
tural frame of reference and tools for deeper analysis of market 
and audience, Problems arising out of such current references as 
the ethnic variable and the image role lend themselves to solution 
in sociology and the several behavioral sciences. In recent years, 
sociologists have been probing the problems of reaching mass 
markets with special attention to the peer group route. An ap- 
preciation of these contributions made by the social scientists will 
provide advertising managers and technicians with both better 
understanding and sharper tools for the accomplishment of their 
tasks. 
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Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


F. Teaching Sales Management 
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34. TEACHING OF UNDERGRADUATE 
SALES MANAGEMENT COURSES IN 
AMERICAN COLLEGES AND 
UNIVERSITIES 


W. S. Decker, S. P. Feldman, H. L. Grathwohl, 
M. R. Karas, F. W. Kniffin* 


Teachers of sales management courses were surveyed by 
mail questionnaire on their course objectives and content, 
teaching methods, and opinions on the current and future 
status of the course. The content and philosophy of sales 
management courses were changing as some teachers were 
bringing in more marketing management and policy mate- 
rials, while others were concentrating on the functions of 
management of the sales force. The survey results suggested 


a number of issues which sales management teachers need 
to resolve. 


HIS report, based on a survey of teachers of undergraduate 

sales management courses, deals with students and course 
prerequisites, course objectives and content, teaching methods, 
instructors’ professional backgrounds, and opinions on the current 
and future status of sales management courses. 

During September and October, 1961, a mail questionnaire 
containing sixteen questions was sent to 199 persons listed as 
teachers of sales management in the American Marketing As- 
sociation National Membership Roster, 1960, and its Supplement 
of January 15, 1961. The initial mailing and one follow-up brought 
a fifty-nine per cent response, but eighteen of the returned ques- 
tionnaires were either incomplete or not applicable to 


*W. S. Decker, Assistant Professor of Marketing, The Pennsylvania State 
University. 
S. P. Feldman, Assistant Professor of Marketing, University of Kansas. 
H. L. Grathwohl, Associate Professor of Marketing, University of Washington. 
M.-R.-Karas, Associate Dean and Professor of Marketing, University of 
Cincinnati. 
F. W. Kniffin, Professor of Marketing, The Pennsylvania State University. 
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undergraduate work. The data contained in the total useable 
response of 100 questionnaires, however, should provide a repre- 
sentative cross section of the sales management courses taught 
during the 1960-61 academic year in American colleges and 
universities. 


STUDENTS, HOURS, AND COURSE 
PREREQUISITIES 


The undergraduate sales management course was taught pre- 
dominately to junior and senior students, with two thirds of the 
courses requiring senior status. In terms of number, the 91 
courses for which the 1960-61 enrollment was tabulated averaged 
28 students. While the enrollments in these classes included a 
low of seven and a high of 58 students, the greater majority of 
classes ranged in size between eleven and 35 students. 


EXHIBIT I 


Enrollments in Sales Management Classes 


Class Number of 
Enrollments Respondents 


- 10 3 
- 25 42 
- 35 29 
- 50 14 
over 50 3 


Totals 91 


Per Cent 


The sales management course was generally offered for three 
semester hours of credit; however, in 7 per cent of the schools, it 
was assigned two semester credit hours. In 60 per cent of the 
schools the sales management course was a graduation require- 
ment for marketing majors. In almost all schools it was offered 
primarily to seniors because there was generally at least one 
course prerequisite. The basic marketing course was such a re- 
quirement in 92 per cent of the colleges. Other prerequisite 
courses and the percentage of responding schools requiring them 
included: 


3.3 
46.1 
31.9 
15.4 
_ 3.3 
100.0 


SALES MANAGEMENT COURSES 


Salesmanship or Selling 22 per cent 
Principles of Economics 19 per cent 
Advanced Marketing Courses 16 per cent 
Accounting 6 per cent 
Management 5 per cent 
Statistics 2 per cent 


TEACHING METHODS AND TEXTBOOKS 


While a wide variety of teaching methods were reported, case 
discussions, lectures, and general discussions were most preva- 
lent. Case discussions were employed by nearly all, 97 per cent, 
with several professors devoting 100 per cent of their class time 
to cases. The lecture method was utilized at times by 90 per cent 
with none using more than four fifths of their class time for 
lectures. Other teaching techniques mentioned included gaming, 
class reports, outside speakers, panels, role playing, field trips, 
and films. 

One third of the teachers used one or more guest speakers, 
usually general, field, or district sales managers, and vice presi- 
dents of sales or marketing, whose favorite topics were ‘‘The 
Sales Manager’s Job,’’ and ‘*‘The Supervision of Salesmen.’’ 


Textbooks and Reading Assignments 


Twenty-five per cent of the teachers of sales management re- 
ported using Stanton and Buskirk, Management of the Sales Force 
as required text, while Maynard and Davis, Sales Management 
received eighteen listings, and Still and Cundiff, Sales Management 
was required by fourteen. These three books thus represented 
the requirements of 57 per cent of the responding professors. 
Tosdal, Introduction to Sales Management, Phelps and Westing, 
Marketing Management, and Canfield, Sales Administration were 
grouped together with 12, 11, and 11 users respectively. The re- 
mainder of the respondents scattered their selections among 10 
other textbooks with one professor requiring Harvard Case Studies 
exclusively and ten professors listing two required textbooks. 

Generally speaking, teachers of sales management preferred 
some case materials to be included in the textbooks, for of the 
six textbooks used by 91 per cent of the respondents, only Phelps 
and Westing was entirely without case materials. While Maynard 
and Davis contained some short cases and problems, it also could 
be considered essentially as a non-case book when compared with 
the others. 
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There was heavy sentiment among the respondents to assign 
outside readings to students. Fifty teachers listed three or more 
sources including periodicals, textbooks, association reports, in- 
spirational or trade books, and similar items. 


Written Assignments and Examinations 


Several types of written work were required by most teachers 
with cases being the most common outside-of-class written as- 
signments. Written problems were popular as well as term 
papers including projects, book reports, bibliographies, and field 
reports. 

Teachers of sales management were nearly unanimous in re- 
quiring a final examination with only two respondents not requir- 
ing them. However, when it came to the type and length of exami- 
nations, opinions varied with quizzes or less than one class period 
being given by 39 teachers and mid-term examinations by 84 
respondents. 

As might be expected, mid-term examinations of one class 
period in length were more heavily weighted in favor of some 
form of essay test, with only 9 of the 84 respondents reporting 
entirely objective techniques. Fifty-nine teachers used essay, 
case, or problem examinations entirely without resort to objective 
questions; 16 used some combination of essay and objective; and 
two teachers even included a speech or oral report by students as 
part of the testing procedure. 


COURSE CONTENT AND STRUCTURE 


Two questions in the survey dealt with the structure and con- 
tent of courses currently taught under the heading of ‘‘Sales 
Management.’’ Respondents were first asked to estimate the per- 
centage of total class allotted to six specific subject areas. A 
second question called for an estimate of the approximate propor- 
tion of the class time devoted to ‘‘theory’’ versus ‘‘practice.’’ 

Allocations of class time among the six specifically defined 
areas of sales management were spread over a relatively wide 
range, but certain points of concentration could be established. 
Generally, the introductory aspects of the course tended to take up 
the first two class periods. Proportions of class time devoted to 
most other areas ranged between five and thirty-five per cent. 
The time spent discussing sales operations was subject to the 
widest variation in emphasis. Course time allocated to this topic 
ranged between five and eighty per cent. The proportions of class 
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time spent by most instructors in other topics, however, fell 
within a much narrower range. In terms of the mean amount of 
time allocated to each area, the ‘‘typical’’ one semester course 
offered during the 1960-61 school year could be approximated as 
presented in Exhibit II. 


EXHIBIT II 
Typical Sales Management Course Content 


Percentage of Number of 
Course Time Periods in the 
Allotted by **Typical’’ Sales 
Most Instructors Management Courses 
Description of Field and Careers 5 2 
Sales Organization (structure, 
policies, etc.) 6 
Sales Planning (forecasting, 
planning, etc.) 7 
Sales Operations (selection, 
training, compensation, 
motivation, routing, etc.) 
Product Policy (planning, branding, 
packaging, etc.) 
Sales Control and Analysis 
(costs, budgets, evaluation) 
Other 


Total Class Periods per Semester 


Many business courses probably have been criticized at some 
time because the presentation contined either too much or too 
little theory. It appears that sales management courses are not 
excluded from this group. Significant differences of opinion exist 
among teachers of sales management concerning the amount of 
emphasis that should be given to theoretical compared to practical 
materials. 

When asked to approximate the proportion of the course de- 
voted to ‘‘theory,’’ instructor’s estimates ranged between 0 to 
eighty-five per cent. While a frequency distribution of all re- 
sponses could be constructed to illustrate a symmetrical pattern, 
it might conceal modal frequencies which occurred at 20 per cent, 
50 per cent, and 70 per cent levels. Such a distribution would, 
however, illustrate that approximately ; of all instructors be- 
lieved their course to include between 30 per cent and 50 per cent 


theory. Slightly over } of the courses consisted of 25 per cent 


45 


292 SOCIAL RESPONSIBILITIES OF MARKETING 


theory or less, while in the remaining ; of the courses, theoreti- 
cal concepts accounted for between 55 per cent and 85 per cent of 
the course time. 


CHANGES IN SALES MANAGEMENT COURSES 


Additional questions were directed at determining the trend of 
recent changes and anticipated changes in sales management 
courses. One question was, ‘‘What was the most recent ‘signifi- 
cant’ change made in the sales management course?’’ Another 
question was aimed at obtaining the instructor’s views on signifi- 
cant course changes he planned for the next year or two. No at- 
tempt was made to define the term ‘‘significant;’’ but rather, it 
was left to the respondent to attach his own interpretations of 
changes he believed worthy of mention. Seventy-five per cent of 
the respondents described significant course changes that had been 
made recently. Slightly less than } of all respondents anticipated 
such changes in the near future. 


Recent Changes 


Recent changes may be broadly classified into two groups. 
Those mentioned most frequently were concerned with changing 
course content and philosophy; and second, increasing the emphasis 
on student participation. 

Changes in course content and philosophy were of two types; 
first, those moving toward a broader marketing management 
course; and second, those concentrating more on management of 
the sales force. Approximately 40 per cent of the respondents who 
mentioned course changes described them as shifts toward the 
broader marketing management approach. Following are selected 
typical comments. 


‘*Less emphasis on sales operations, more on organiza- 
tion planning and control.’’ 


‘‘More emphasis on the place of the executive as a mar- 
keting manager and less on his place as a leader of the 
sales force.’’ 


‘*The course was broadened to include all aspects of the 
marketing concept.’’ 


‘‘The course has been broadened from sales supervision 
to marketing management; i.e., the application of the 
marketing concept to business operations.’’ 


O 


SALES MANAGEMENT COURSES 293 


These teachers reported broadening their subject matter by add- 
ing topics new to their particular courses. The additional subjects 
most frequently mentioned were product planning and development, 
branding and packaging, and sales planning and forecasting. In- 
creased emphasis was being given in these courses to analysis of 
the functions of the executive as a marketing manager, as opposed 
to the study of the sales manager as a leader of the sales force 
exclusively. 

Other respondents, much in the minority, described the most 
recent significant changes as a narrowing of the existing sales 
management course in order to stress those functions concerned 
with directing the day-to-day activities of the sales force. Com- 
ments typical of this group follow. 


‘*Reduction in scope to management of the outside sales 
force.’’ 


‘‘Narrowed to emphasize management of personal selling 
force.’’ 


‘‘Limiting content primarily to sales force management.’’ 


A second frequently mentioned type of course change was that 
of increasing student class participation by utilizing a number of 
teaching techniques. Replies discussed the introduction or in- 
creased use of cases and problems to achieve improvements in 
students’ analytical abilities. Problem solving approaches also 
were mentioned as being used to introduce or to emphasize the 
application of quantitative methods in sales management activ- 
ities. These efforts were supplemented by the introduction of 
wider selections of outside readings. 


Anticipated Future Changes 


Reported planned changes in content and/or course emphasis 
tended to parallel the shifts that had already been made by many 
instructors. Generally, respondents favored greater emphasis 
upon the analytical aspects of cases; and they indicated that less 
time would be spent on descriptive materials. Instructors who 
had altered their courses recently, indicated a desire to take 
time now to analyze the impact of these modifications. They 
were not, therefore, planning additional modifications of any sig- 
nificance during the next year or two. 

The majority of other planned changes were concerned with 
greater use of tools in quantitative analysis. Those most 
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frequently mentioned included analysis of past sales, analysis of 
territorial performances, and construction and use of market po- 
tentials. Increased emphasis in the use of computer games also 
was being considered in attempts to orient the student more to- 
ward understanding and appreciating the role of quantitative analy- 
sis in making marketing management decisions. 


HOW MIGHT SALES MANAGEMENT 
COURSES BE IMPROVED? 


The responses to the open end request for opinions on how 
professors might proceed to improve their sales management 
courses ranged from a few sentences to statements of several 
pages. The 80 responses to this question tended largely to ra- 
tionalize course changes that had been made recently, or to justify 
anticipated changes. The two most frequent replies suggested 
that greater emphasis be placed on marketing policies and the 
broader aspects of marketing management, and that additional 
emphasis be given to management of the sales force. Other less 
frequent replies recommended the following: Greater utilization 
of newer course materials (e.g., decision theory, mathematics, 
psychology, and gaming); improved relations between teachers and 
practitioners; assignment of a wider variety of reading materials; 
and increased use of a range of teaching supplements, including 
cases, films, speakers, field trips, and panel discussions. 

Responses indicated that, in general, courses could and should 
be improved by increasing the student workload with more written 
cases, term reports, and heavier reading assignments. Re- 
spondents also noted a need for achieving closer relations between 
teachers and practitioners. Typical suggestions included: joining 
local Sales Executive Clubs; visiting, consulting, and working with 
sales managers—especially during the summer; and inviting sales 
executives to speak in the classroom. 


THE SALES MANAGEMENT 
TEACHER’S PROFILE 


The typical teacher of sales management is a full professor 
with between 10 and 20 years of teaching experience. See Exhibits 
III and IV. He has a Ph. D. degree in Marketing as well as one to 
five years of business training. His experience is mainly in sell- 
ing, sales management, and/or consulting work. 
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SALES MANAGEMENT COURSES 


EXHIBIT III 


Faculty Status of Sales Management Teachers 


Faculty Status Number of Respondents 


Chairmen 9 
Professors 41 
Associate Professors 23 
Assistant Professors 24 
Instructors 

NA 


EXHIBIT IV 


Teaching Experience of Sales Management Teachers 


Teaching Experience Number of Respondents 


Under 5 years 11 
5 - 9 years 27 
10 - 19 42 
20 - 29 10 
over 30 

NA 


Sixty-four had earned a doctorate with the Ph. D. predominant 
and twenty-nine indicated they held a masters degree, primarily 
the MBA. Thus AMA members teaching sales management 
courses hold a larger proportion of doctoral degrees than is 
found nationally in American Schools of Business.’ When degrees 
that appeared to be in the same area but carried somewhat dif- 
ferent titles (Marketing, Business, Business Administration, Busi- 
ness Organization, Retailing, Merchandising, and Commerce) were 
combined, a total of 73 of the 100 respondents were represented. 


1. Gordon, R. A. and Howell, J. E., Higher Education for Business. Columbia 
University Press, 1959, p. 343. ‘‘About 40 per cent of the fulltime faculty members 
in business schools hold an earned doctor’s degree.”’ 
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The type of business experience most frequently reported was 
in selling, 41 of 100 teachers. This was followed by sales man- 
agement and various types of consulting experience, 27 and 22 
replies respectively. In total, 91 of the respondents indicated 
that they had some type of business experience with the majority 
reporting less than 5 years. A number of replies to the business 
experience question indicated that many of the sales management 
teachers were active in part-time business activities in addition 
to their full-time teaching assignments. 

For answers to the question requesting courses taught during 
the same semester, in addition to the sales management course, 
see Exhibit V. 


EXHIBIT V 
Additional Courses Taught 


Other Courses Taught Number of Respondents 


Marketing 29 
Marketing Research 22 
Advertising 22 
Salesmanship 17 
Seminar in Marketing 13 
Retailing 13 
Marketing Policies 11 
Marketing Problems 8 
Credit and Collections 6 
Marketing Management 5 


Sales management teachers felt most qualified to teach in the 
sales operations area (selection, training, compensation, motiva- 
tion, and routing). This was closely followed by all other areas 
with the exception of the description of the field and careers which 
relatively few teachers mentioned. 


CONC LUSIONS 


There can be little doubt that Professors Gordon, Howell, and 

Pierson have generated a great amount of curriculum reappraisal 
A 2 

among business school faculties during the past few years. At 


2. Gordon, R. A. and Howell, J. E., Higher Education for Business. Ford 
Foundation, 1959, and Pierson, F. C., The Education of American Businessmen. 
Carnegie Foundation, 1959. 
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some schools the self-appraisals and discussions that have been 
prompted by such studies are being translated into changes af- 
fecting course objectives, content, and underlying philosophy. 
The survey findings seem to indicate that teachers of sales man- 
agement, most of whom are senior professors well qualified in 
terms of educational background, business experience, and teach- 
ing experience, are moving in the directions emphasized by these 
well-known reports. 

Many teachers reported that they are assigning more work of a 
rigorous and analytical nature. They also are becoming quite 
conscious of a need for integrating into sales management newer 
materials, such as cases and mathematical applications. 

Although a majority of teachers surveyed subscribed to the 
broader marketing management or decision-making approach sug- 
gested by Gordon, Howell, and Pierson, this view was by no means 
shared by all the respondents. The feelings of professors that 
viewed sales management as a broad field encompassing market- 
ing management are typified by the following: 


‘If any colleges are emphasizing management of sales 
personnel, their students will not have adequate back- 
grounds to assume the executive and policy responsibil- 
ities required of sales managers in modern marketing.’’ 


‘‘Marketing cost accounting and marketing strategies are, 
as yet, under-utilized in courses in sales management.’’ 


‘‘Greater emphasis should be placed on the theory and 
philosophy of marketing and less on description of day- 
to-day selling activities.’’ 


‘*. .. the course is best used as some teachers are now 
using the so-called ‘new course’ in marketing manage- 
ment. I have always considered that to be the purpose of 
a course in sales management. . .’’ 


The opposite point of view held by those who argued for more 
emphasis on management of the sales force is illustrated by these 
replies: 


‘‘Emphasize selection, training, motivation, human rela- 
tions, morale building and such topics. De-emphasize 
administration, policies, production viewpoint, etc.’’ 


‘‘Basically, we need to devote more attention to the sales 
executive’s tasks and the tasks of his subordinates.’’ 
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‘If we are, in part, trying to prepare college students 
for careers in the sales world—salesmen, sales super- 
visors, district managers, etc; then it seems that we 
should lead them through the lower rungs of sales man- 
agement.’’ 


While these feelings reflect the varying degree of acceptance 
of the Gordon, Howell, and Pierson writings, further evidence of 
this divergence of opinion can be seen in the wide variation in 
course objectives. At one extreme, courses were offered pri- 
marily as broad training in preparation for middle and top-level 
management decision making. Typical of these courses was the 
one illustrated by the following objective: 


‘*To develop the student’s capacity for professional mar- 
keting management, including abilities to use concepts, 
tools, and techniques in the solution of marketing man- 
agement problems.’’ 


At the opposite pole were those courses which had as their objec- 
tive, training in the operations of the sales organization. These 
courses were generally limited to the presentation of problems 
and methods of recruiting, selecting, and training a sales force; 
carrying out sales programs; and directly supervising the sales 
force. 

Offering two courses is one solution, reported by a number of 
schools, to this dilemma of the broader marketing management 
approach versus the management of the sales force approach. 
Teacher’s opinions in the survey tended to support the idea that 
both could not be covered adequately in one three credit hour 
course, since the frame of reference or level of abstraction 
(theory vs practice) of the two simply did not mix well. This 
leaves teachers with two basic and related questions to be an- 
swered in light of curriculum and teaching objectives: Are there 
rigorous, analytical, and challenging materials for a course on 
management of the sales force? Should the sales management 
course be converted to marketing management with only limited 
reference to management of the sales force problem? 

Teacher’s discussions of both past and future changes in sales 
management courses made few specific references to the use of 
materials from the behavioral sciences. Because much was said 
about preparing ‘‘broad gauge’’ executives, and developing ‘‘in- 
terpersonal skills,’’ or enhancing the student’s ability to ‘‘manage 
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a sales force,’’ it might logically be assumed that many instruc- 
tors were already utilizing certain behavioral concepts—whether 
or not they were formally recognized as such. If this were the 
case, however, these teachers generally had not recognized this as 
significant, at least in terms of the replies in the questionnaires. 
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Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


G. Teaching Salesmanship 


35. AURAL AIDS IN TEACHING 
SALESMANSHIP 
The Candid Recorder 


Walter Gross* 


Candid recordings of actual sales presentations are being 
used to give students of salesmanship the ability to orient 
their thinking towards prospects' needs and manner of 
thinking. The recordings give students an advance ex- 
posure to the flow of thought in a sales situation. By stop- 
ping the recorder at appropriate points, it is possible for 
the students to figuratively "stop time" in order to analyze 
the real motivations behind a customer's statements and 
questions. Classroom discussion is encouraged so that the 
students can become more perceptive about the problems 
involved, and so that they may develop suitable responses. 
Students learn actual effects of statements made by the 
salesman. Because of the realism of the situation, and be- 
cause of the dramatic opportunity for student participation, 
candid recordings serve an additional purpose by heighten- 
ing students' enthusiasm and interest in careers in sales- 
manship. 


ROBABLY the key difference between the professional sales- 

man and the ‘‘order-taker’’ is the ability to orient one’s 
thinking towards the prospects’ needs and manner of thinking. It 
is this talent for empathy which fosters creative selling, customer 
satisfaction, and a high level of selling efficiency. 

However, it is difficult for the student of salesmanship to 
channel his thinking in this direction. We all know how easy it is 
to be concerned with our own desires rather than with the needs of 
others. Possibly, the young student has had relatively little 
need during his lifetime to be concerned about the wants of others. 
By teaching him how to analyze the motivations of others, we may 
hope to encourage this ‘‘other-directed’’ attitude in the student. 


*Walter Gross, Associate Professor, Texas College of Arts and Industries. 
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There are a number of ways whereby this problem may be 
attacked in the classroom. One method that has proven useful is 
the presentation of candid recordings of actual sales situations, 
This provides a dramatic effect because a prospect and salesman 
in a true-to-life situation can be overhead by the students. 

In using the candid recording as a teaching aid, the aim has 
been to develop the student’s perceptiveness about the thinking 
and reactions of people. Therefore, emphasis is placed upon 
analysis of the prospect’s statements, rather than those of the 
salesman. The tape recorder facilitates this by reproducing the 
many nuances of tone which can be so revealingly meaningful in 
human speech. Moreover, it permits a closer and longer exam- 
ination of what is said than is feasible in an ordinary classroom 
‘‘sales presentation.’’ 

The flow of words during a conversation is so rapid that we 
may easily say the wrong thing, and afterwards find ourselves 
regretting that we had not said something else. During the con- 
versation, it was difficult to grasp all elements of a problem and 
think through to the best possible response. 

The candid recording allows us to accomplish this feat, ina 
manner of speaking. It permits us, figuratively, to ‘‘stop time’’ or 
‘‘return in time’’ to a particular point in a presentation in order to 
learn what should have been said. By stopping the tape recorder 
at these points, it is possible for the students to carry out such a 
process, 

In the first place, students can analyze the motivations behind a 
customer’s statements and questions. For example, in the candid 
recording (which in part will be given below,) there are several 
occasions when the prospect raises the question of price. There 
may be several obscure reasons for this, and it is easy fora 
salesman to go off in the wrong direction if he is not perceptive. 
Each of these presents an opportunity for the teacher to develop 
such perceptiveness on the part of the students, by stopping the 
tape recorder and ‘‘bringing time to a halt.’ Now the class may 
discuss the reasons for the customer’s question. 

A teacher can almost see the students’ eyes lighting up, as 
they come to realize that such a reaction by a prospect at the be- 
ginning of a sales presentation is probably either a defensive 
barrier raised by a customer who is fearful of an impending pur- 
chase, or is an indication that the customer is already familiar 
with the product’s features and is comparison shopping. If the 
question about price is raised late in the presentation, this is a 
signal that the prospect is ready to be ‘‘closed’’, and the students 
will relish this fact as soon as it becomes apparent. 
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Comprehending the real meaning of prospects’ statements will 
stand the student in good stead when he becomes a salesman and 
operates under the pressure of real selling situations. 

A second feature of the candid recording as an aural teaching 
aid is that it encourages the students to develop effective re- 
sponses for each reaction of the prospect. ‘‘Brainstorming’’ 
techniques may be used advantageously while the tape is stopped. 
The comment of the prospect has been heard and analyzed. It is 
now up to the student to provide the most suitabie reply. Usually, 
a wide variety of responses are possible, and a remarkable 
range of ideas are elicited at this point. The students have been 
encouraged to express any ideas, no matter how wild they may 
seem. Classroom discussion of these ideas tends to align students 
with one of another of the main ciassifications into which these 
responses can be grouped. 

Each student now has a personal interest in his idea, and in 
learning which approach was actually utilized by the salesman. 
The students are pitting their suggestions against each other as 
well as the salesman, and are anxious to hear how the customer 
will react to what the salesman will say. 

The next step is to play the recording to show what response 
was made by the real salesman. Both good and poor sales pres- 
entations are valuable for this purpose. The one demonstrates 
how the capable salesman handles situations, while the other 
makes crystal clear why certain statements should not have been 
made. 

Finally, the students learn the actual effects of the statements 
made by the salesman. Either the presentation will proceed 
along the desired pathway or some new problem will arise. In 
either case, the students gain new insight into the behavior of 
prospects. 

Following is an excerpt from a candid recording together with 
the response made by one class to the same section. (Capital 
letters are used to indicate the classroom commentary.) In this 
section of the presentation, the salesman has introduced himself 
to a prospect in a retail department store, and has already begun 
the sales presentation on an automatic washing machine. 


A TRANSCRIPTION OF A CANDID 
RECORDING AND OF THE CLASSROOM 
RESPONSE 


Salesman: First, let me start with the water-level con- 
trol. Now, with this control you can set it to the amount 
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of clothes or amount of washing that you’re going to do. 
Suppose that you have a full ten pound load; you switch it 
on to high, see? Suppose you only have a two to three 
pound load; then you bring it over to low. 


Prospect: Oh, it saves on water. 


Salesman: That’s right. That’s the purpose of it. Now 
this control over here, this gives the water temperature, 
according to the type of garment. As you know, there are 
three types of garments in the industry: cottons and 
linens, then you have your delicate fabrics—silks, ny- 
lons; and then you have your wash-and-wear. Now, here 
on your settings, you have ten different settings, or it will 
be five for your washing cycle and then five for your 
rinsing cycle. So you have two settings for each cycle or 
each type of garment. 


Prospect: I see. In other words, that told you exactly 
what you are going to wash in and what you would want to 
rinse in. 


Salesman: Right. 


Prospect: With the temperature.... 


Salesman: [interrupting] Right, she would automatically 
pick it out for herself, by just dialing this control here. 
It is very handy and at the same time everything is 
written on the dial, where she can just go ahead and 
pick it out and she’ll automatically.... 


Prospect: {interrupting ] Well then, in other words, if she 
was going to wash normal clothes, er... she would... 
er. . . which one of these would she use? 


INSTRUCTOR: Let’s stop a moment and point out one or two 
things; see whether you have noticed it. Remember that we men- 
tioned that one of the problems in selling is getting points across 
that the salesman finds simple. Is the fact that a machine has 
two or three cycles, and so forth very complicated to understand? 
It seems simple, because one button on the machine will wash one 
type of clothes; press another button and you will wash a different 
type. What happened here? The salesman explained the point and 
what did the customer say? 


STUDENT A: He didn’t understand it! 
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INSTRUCTOR: He didn’t understand it, you see, and so the sales- 
man had to explain it again. Again the customer said, ‘‘Oh, I see, 
but how does this work’’ or something to that effect. He doesn’t 
grasp things as quickly as you might assume he would. Does this 
mean that this customer is of below average intelligence? No; 
what does this only mean? 


STUDENT B: He is unacquainted with the situation! 


INSTRUCTOR: The situation is what is troubling him, and every 
time we sell to a new customer this is going to be a problem to 
some degree. Every time we sell a new product or a new service 
to an old customer this will be some problem. 

All right, any comments or questions on this? All right, let’s 
go on. 


Salesman: Well, er... if it’s cottons and linens like 
everyday use—by the way, what is your type of job; what 
do you do? 


Prospect: Well, I’m a mechanic, and I really get my 
clothes dirty. 


Salesman: Well, I see. Now, that’s good; because to 
start with in all the wash you’ll actually want the water to 
be real hot, and by selecting the water you actually set it 
on hot, and as you can see you have two settings. You can 
have hot water for your wash, and warm water for your 
rinse, which should be enough to handle that type of 
garment. 


Prospect A: Oh, I see. 


Prospect B: Listen Joe, your wife has an old washer, 
and... 


Prospect A: Yes, I was going to ask about this. This is 
$219.95, you said? 


Salesman: Yes. 


Prospect: What are you going to give me for mine? 


INSTRUCTOR: Notice the problem brought up. What was the 
typical customer attempting to do here? 


STUDENT C: He’s saying that the salesman is going to do some- 
thing for him that he usually doesn’t do for the other customers. 
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INSTRUCTOR: Well, let’s see, the customer brought up this 
point of trade-ins. How would you analyze the customer’s state of 
mind at this stage? Mr. 


STUDENT D: He’s trying to get his price down. He’s trying to 
get some off. 


INSTRUCTOR: All right, he’s trying to get his price down, that’s 
right—but what else does this tell you about the customer, if you 
were the salesman? 


STUDENT: Now he is interested in it. 


INSTRUCTOR: Not only interested, but what else? 
STUDENT: Well, he’s got a desire for it. 


INSTRUCTOR: Yes...are you ready for a close when the cus- 
tomer starts haggling? 


SEVERAL STUDENTS: Yes 


INSTRUCTOR: Yes, when he is haggling about price, he wants 
the merchandise or he would not be talking about price. If you 
are not interested in something do you haggle about price? 


SEVERAL STUDENTS AND INSTRUCTOR: No. 


INSTRUCTOR: You see! So, as soon as this customer starts 
bringing up the objection that he could get a trade-in somewhere 
else, or he would like a trade-in, what does this do?. . . (pounding 
desk) it ‘‘tips you off’’ that this man is ready for at least a trial 
close. Now, as you will see, this is going to take a little longer, 
but this was one opportunity to start aclose. Let’s see what the 
salesman did. 


Salesman: Well, I’ll tell you what I’m going to do here, 
Mr. . We don’t like to mention. ... I don’t 
think I mentioned it to you, but we don’t take any trade- 
ins here at 


Prospect: You don’t take any trade-ins at all? 
Salesman: No, none at all.... 


Prospect: [Almost piteously] This is a your 
store’s brand of merchandise! You mean you don’t even 
take your own merchandise? 


Salesman: Well, I’ll tell you... 
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Prospect: You don’t think enough of your merchandise to 
take it back in on trade? 


Salesman: Well, here’s the reason we don’t take any 
trade-ins. First of all, for $219 you are getting an all- 
porcelain, two-speed, three-cycle washer! For $219! 
Now, that is without trade-in. I could show you places 
here in town where they will advertise a washer for 
$229.95 or $249.95 with your trade. Still, it doesn’t com- 
pare with ours, and if it does, it still is priced higher 
than ours. I can even show you. I can take you in my 
car. 


Prospect: [disconsolately] In other words, the other 
places want it for nothing. 


Salesman: That’s right, that’s right. They’ll do you the 
favor of junking it. And here, you can go ahead and junk 
it yourself or you can sell it to somebody that you know. 


Prospect: My washer is in pretty fair condition, I mean 
it still washes. It’s quite a bit rusty, but it still washes! 


[Laughter] 

INSTRUCTOR: All right, remember what we said about discussing 
trade-ins? What should you say when the customer wants to trade 
in his merchandise? Whether you can or cannot [allow this], 
should you ‘‘talk it down’’? 


STUDENTS: No. 


INSTRUCTOR: What was the ‘‘bad word’’ the salesman used that 
set off the new train of thought? 


STUDENT: When he said, ‘‘to junk it?’’ 


INSTRUCTOR: [nodding] when he said to junk it. Immediately 
the man said, ‘‘What, I’ve got junk!’’ |laughter| and he was very 
much upset about it; so, that was a poor choice of words. 

What might the salesman have said? What would you say that 
would be more effective? Mr. 


STUDENT E: You probably could get more out of it if you would 
fix it a little and sell it to one of your friends. 


INSTRUCTOR: All right; good. We will let the man repair it and 
sell it himself. 


STUDENT F: Or he could have said, ‘‘Salvage it’’, instead of 
*‘junk it.’’ 
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INSTRUCTOR: Yes, that would be a better word. One of the 
things a salesman has to learn is how to say something using a 
word which has a pleasant connotation instead of a bad one. 
‘‘Salvage’’ has a better connotation than ‘‘junk’’, just as today we 
do not speak of ‘‘crippled’’ people—what do we call them?— 
‘*‘handicapped’’ people. It sounds better. It means the same 
thing, but it does not offend. The improper choice of words will 
offend.... Yes, sir? 


STUDENT: Might a better word than ‘‘salvage’’ be ‘‘disposed’’ of? 


INSTRUCTOR: For you or me, I think this would be, but what is 
wrong with using the word ‘‘disposed’’, for many customers? 


STUDENT E: They think in terms of ‘‘garbage disposals’’! 
[laughter | 
INSTRUCTOR: Or they do not even know what the word means. 


[End of recording | 


There are a number of other points in even this short excerpt 
where a teacher might profitably have stopped the candid record- 
ing. These also could have provided fruitful discussion by the 
students. 

It is not a difficult matter to obtain your own candid recording 
of a sales presentation. The mechanics of recording are relatively 
simple; the prime requisite is that the microphone be incon- 
spicuous and yet kept near the subjects. For example, it may be 
secreted in a handkerchief which is held by the person making the 
recording. 

A portable, battery-operated tape recorder may be used if 
necessary, but a standard, plugged-in type is to be preferred, 
since the latter ordinarily is capable of recording up to two 
hours without the necessity of turning the reel over. The tape 
recorder itself may be concealed, and the microphone brought to 
the sales site by means of an extension cord. 

Additional technical aspects and devices which may be useful 
are described in detail in Dash, Schivartz and Knowlton’s The 
Eavesdroppers' Generally speaking, it is quite legal to record 
public utterances, provided the recording is not intended for 


1. New Brunswick, N. J.: Rutgers University Press, 1959. 
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commercial use. However, the teacher may wish to protect 
himself further by requesting that the participants sign a release 
in return for some small consideration. 

For playback in the classroom, it is best to use a tape record- 
er which is equipped with a monitoring device, because there will 
be frequent occasions for stopping and starting the tape. An en- 
largement of a candid photograph of the scene, posted in front of 
the class will heighten interest and realism. 

This teaching method endeavors to apply some basic principles 
of teaching to the class in salesmanship: first, by presenting a 
realistic problem, second, by encouraging the students to develop 
possible solutions, third, by presenting the professional solution. 
Finally, those students who presented correct solutions are re- 
warded scholastically, when a professional salesman’s effective 
approach turns out to be the same as that which a student sug- 
gested, or conversely, when a poor statement by the salesman 
gets the undesired response. 

Furthermore, this technique appears to be quite suitable for 
application by business in their commercial sales training pro- 
grams. The candid recording can serve as a training tool to give 
the novice salesman a preliminary exposure to and an understand- 
ing of the typical customers of the business. 

In summation, the presentation in the classroom of candid 
recordings of actual sales presentations heightens students’ en- 
thusiasm and interest because of the realism of the situation and 
because of the opportunity presented for student participation. 
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36. THE CASE METHOD 
ADAPTED TO SALES 


W. R. Bennett* 


The salesmanship course is being examined along with many 
others to determine its place in the curriculum of Schools 
of Business. The case method provides an opportunity for 
research by the student on actual problems that salesmen 
encounter in the field, along with classroom discussions of 
the problems. Several roles of the salesman are suggested: 
personnel or sales counselor, diagnostician, public relations 
man, market analyst, trainer, and educator. 


STATUS OF TEACHING OF SALESMANSHIP 


HE traditional salesmanship course must change significantly 

if it is to meet the challenge facing business education. Cur- 
riculum committees are spending countless hours appraising and 
reappraising present courses in the light of business needs and 
educational philosophy. The salesmanship course has been dropped 
in some schools as a result of these appraisals. Seldom does one 
hear of a school adding salesmanship. One frequently hears such 
remarks as ‘‘We don’t teach salesmanship at our school. The 
dean won’t allow it.’’ 

Teachers of salesmanship have pointed out the advantages of 
training in oral communication, the potential of the course as a 
means of integrating knowledge of other fields, and the use of the 
course in developing the student’s creative ability. Many students 
have found that the course has helped them in the process of val- 
idating their interest in selling as a career. The course has 
utility; students remember and use what they have learned. 
Students write the instructor for their written assignments after 
they finish school because they find they need them on the job. 

Thus, the problem is to make a good course better and to 
change the format sufficiently to fit the changing times. We still 


*W. R. Bennett, Professor of Marketing, University of Alabama. 
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talk about the same techniques we did in the 40’s; we still teach 
the course in about the same way in spite of the new developments 
discussions held at such meetings as this. 


POTENTIAL OF THE CASE METHOD 


The case method is an approach to the development of the 
salesmanship course that I believe has possibilities not yet ex- 
plored. The content of many courses is very heavily weighted 
toward training in persuasive speaking. Many teachers are in- 
cluding readings in such related fields as psychology, sociology, 
and general semantics as background material, on the assumption 
that the content of these fields is associated with salesmanship. 
Case research offers a way of finding what problems salesmen 
have, how they go about solving them, and the kinds of skills, 
knowledge, and problem-solving abilities needed. Case teaching 
offers a way of exposing the students to the types of problems 
facing salesmen so that they may see how they can use what they 
know to find solutions. The problem situations are those that the 
students will face early in their business careers in contrast with 
management oriented cases. 

Conversations and experiences in consulting lead me to believe 
that salesmen have many problems other than making clear sales 
presentations. These problems may call for the salesman to act 
in the role of a personnel or sales counselor, a market analyst, a 
diagnostician, a public relations man, an educator, or a trainer. 
Teachers are not now devoting much time to these areas in the 
sales course. The writer proposes that case research may be 
used (1) to discover what these problems are, and (2) to find how 
salesmen solve these problems. Case teaching may then be used 
to expose students to these problems. 


PRESENT USES OF THE CASE METHOD 


For two years we have had each of the students in our second 
sales course develop cases from actual experiences of salesmen. 
Case leads are provided by the student’s family and friends and 
through the Birmingham Sales Executives Club. Each semester 
the Club sponsors one-day field trips on an individual basis. The 
students make calls with salesmen, attend sales meetings, and the 
like. The letter requesting cooperation is attached. Students have 
written cases such as the following: 


SELLERS GROCERY COMPANY. The salesman is unable to make 
any progress towards selling Jones Cafeteria. Prices, quality, 
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delivery, and terms are comparable but Mr. Jones keeps putting 
him off. 


BROWNELL TOUR BUREAU. The problem is to decide how to sell 
an advertising program to travel agents. 


DIXIE OIL COMPANY. This problem relates to a misunderstand- 
ing On price. 


WBOQ. A radio announcer who is a part-time salesman has found 
that his show is sold out for months. The manager realizes the 
announcer-salesman’s bargaining position and has granted yearly 
raises. The salesman feels that he can make no further progress, 
yet he is convinced that much of the station’s success is because 
of his efforts. 


STONE AGE OIL COMPANY. A dealer is having difficulty in 
keeping his sales up to the expected level for a high gallonage 
station. The oil company salesman finds that the dealer makes 
frequent fishing trips and is often not available when crises occur 
at the station. 


DOMINO REALTY COMPANY. On the basis of estimated cost, 
leases were signed for a shopping center. Bids by contractors 
were much higher than original estimates. The salesman must 
explain the increase in cost to tenants. 


THE X LIFE INSURANCE COMPANY. A salesman convinces a 
dentist that he should have additional life insurance. The dentist’s 
wife objects. 


DELTA TEXTILE CORPORATION, A salesman cannot get his 
share of the business from a division of a large company. Cir- 
cumstances point strongly toward a dishonest purchasing agent. 


The cases written by the students are used as bases of class 
discussion near the end of the semester. Each student leads the 
discussion on his case. 

Following is a brief summary of each of the ICH cases we use: 


SCOTT PAPER COMPANY, ICH 3M102. The student is asked to 
analyze three retail sales calls on the basis of stated objectives. 


BEAVER PAINT MANUFACTURING COMPANY, ICH 1M30. Three 
problems of a paint salesman are summarized. One concerns the 
salesman trying to find why he wasn’t getting any business when 
price and quality are comparable, the second concerns the possible 
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loss of an account because of discount policy, and the third con- 
cerns the handling of an eccentric foreman. 


NATIONAL OIL COMPANY, ICH 4M79. A service station dealer 
is not getting as much business from a location as management of 
the oil company feels he should. The student is asked to evaluate 
the way the oil company salesman handled the problem. 


Other cases obtained from companies illustrate such problems 
as handling a customer’s desire to bypass the local distributor and 
buy direct, reciprocity, reluctance of customer technical men to 
work with technical men from salesman’s company, handling of 
unreasonable requests for entertainment, use of personal relation- 
ships to get business, and handling of mistakes made by the home 
office affecting an account. 

In conclusion, the case method offers the student the oppor- 
tunity to find and write the history of a real life sales problem. 
Secondly, through the case method, the student is exposed to real 
life sales situations. These situations help him in the following 
ways: 


(1) The student is able to validate his interest (or lack of in- 
terest) in selling by being exposed to actual problem situations. 
His exposure, through the use of cases, is to those types of selling 
that are not familiar to the public. 


(2) The student becomes aware of the importance of the sales- 
man in representing the company. As far as the customer is con- 
cerned, the salesman is the company. 


(3) The student gains a learning experience in the use of the 
knowledge he has in solving problems that are likely to occur 
early in his career. Discussions of possible solutions to these 
problems should help the student in preparing to solve more com- 
plex problems that he will meet later. 


Dear Sir: 

At the suggestion of Mr. Elmer Thuston of the Birmingham 
Sales Executives Club, I am writing to solicit your participation in 
the field trip program for our senior students for this fall. 

Briefly, this program is designed to give the student an insight 
into the sales problems in an organization in an industry of his 
choice. The student would like to participate in as many of the 
following activities as possible: 
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Making calls with a salesman; 

Discussing some of the salesman’s problems with him; 
Attending a sales meeting; 

Discussing with you some of your supervisory problems; 
Visiting with divisions of the sales department. 


Each student will write a report of his activities and a copy 
will be mailed to you. The student may want to discuss the possi- 
bility of writing a summary of one of the problems he observed in 
the field. 

Each student has expressed a preference of the day of the 
week. He will arrive at the time and place designated by you. 

One of our students has expressed a preference for your 
industry. He prefers to visit with you on a Monday or Firday in 
November, if that is possible. 

If you will let me know of your willingness to participate in the 
program and of the date, we will confirm it by return mail. 


| 
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37. PSYCHOLOGY OF SELLING 


W. J. E. Crissy* 


This paper is concerned with the contributions of psychol- 
ogy to salesmanship. These are viewed as both methodol- 
ogical and content. Specific examples are given. 


EFORE discussing the potential contributions of psychology to 
the science and art of selling, it may be well to examine the 

place of salesmanship within marketing. The viewpoint taken of 
the role of salesmanship in marketing certainly will govern the 
content of the salesmanship course. I perceive personal selling as 
the ultimate and critical link in the company’s marketing effort, 
the key ingredient in the marketing mix. The salesman out in the 
field, from this viewpoint, has a managerial assignment in that he 
literally is marketing manager for a territory or an assigned 
segment of the market place. He also must by this connotation be 
familiar with the various other ingredients in his company’s mar- 
keting mix so that he can bring them into focus and use them to 
assist him in his personal sales effort. Another implication of 
this view of salesmanship in relation to marketing is that the 
salesman has knowledge of the relative profitability of categories 
of accounts, customer and prospective. Summing up all this the 
salesman is a business man in his own right running a business 
called a territory. This business of his shares with the total en- 
terprise objectives of profit, growth and perpetuity. To success- 
fully run this business, the salesman must be knowledgeable in 
three broad overlapping areas. He must have a command of 
product knowledge, knowledge of the market place, and knowledge 
of human behavior especially with a view to understanding and 
influencing people. 

I would also like to allude briefly to the unique place of the 
salesmanship course in the business school curriculum. Unlike so 
many of our curricular offerings, the content of this course can be 
used virtually as soon as it is learned. It comprises a saleable 
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body of knowledge for beginning employment in various entry 
positions in business. This in sharp contrast to courses witha 
managerial orientation or research content methodology which 
may not be used directly by the student during the first five or 
ten years of his employment assuming that he stays that long in 
the business world. Further, the very principles and methods of 
salesmanship are useful in persuasive situations generally as 
well as in specific employment in the sales field. I think these 
are some of the reasons why the course tends to be elected by 
people from other fields within the business school as well as 
students from other colleges within the university. 

One final preliminary thought before coming to grips with my 
assigned topic. Let us examine the alternative approaches used in 
teaching salesmanship in our business colleges. I think they fall 
roughly into three categories. The inspirational approach where 
the student is acquainted through case method or biography or 
both with success stories in selling and he is supposed to tease 
out inductively the principles, techniques, and methods that are 
effective. The cook book or procedural approach, which I might 
add parenthetically, characterizes most of the standard texts in 
the field. In this approach the student is told to do this, this and 
this under this, this and this circumstance. Finally, and I think 
preferably, there is the conceptual approach where the student 
gains acquaintance with the basic concepts and principles of sales- 
manship and an opportunity is afforded for at least beginning ap- 
plication of these principles and concepts. I like to think that the 
course in salesmanship at Michigan State University falls into 
this third category. 

Now let’s turn to the assigned topic, the psychology of selling. 
It may be desirable in reviewing contributions of psychology to 
selling to differentiate general and specific contributions as well 
as between content and methodological contributions. I should 
place first the very empirical approach to understanding behavior 
which characterizes the scientific field of psychology. While Iam 
not claiming for psychology pre-emptive rights to the scientific 
method, I do believe psychologists generally have been the leaders 
among the behavioral scientists in doing clean, experimental work 
of an empirical kind both in the laboratory and in the field. I 
think the very invasion of the field of selling by a few psycholo- 
gists has led to an increased emphasis on empirical checking out 
of principles and methods rather than accepting arm-chair judg- 
ments of worthwhileness of approaches to selling. The second 
general methodological contribution involves the dual research ap- 
proaches of the psychologist which I would label Actuarial and 
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Case. Psychologists, more than other scientists, have schooled 
themselves in, used and made contributions to statistical methods 
for analyzing human behavior and isolating finding and conclu- 
sions. Thus the sales literature contains an array of articles on 
traits that seem to differentiate effective from less effective 
salesmen. Paralleling this, however, the case approach of study- 
ing one or a few people intensively and with many variables con- 
sidered has also proven fruitful. Thus for intra-company re- 
search on effective selling, intensive study of markedly successful 
and markedly unsuccessful salesmen employing the case method 
might be a more fruitful approach than the statistical or actuarial 
method which emphasizes large numbers and few variables. 

What content contributions of a general kind does psychology 
make to selling? 


1. The body of knowledge on individual differences among 
human beings. This is applicable in selling not only in 
an appreciation by the salesman of differences among 
customers but an appreciation on the part of manage- 
ment regarding individual differences among sales- 
men. 


. Learning theory. The body of knowledge on how human 
beings learn (as well as forget) has a direct contribu- 
tion in selling by suggesting principles to follow in 
structuring a presentation or demonstration; ways and 
means of insuring reinforcements of ideas presented 
to a prospective company or customer over a period of 
time; helping the salesman to learn effectively and ef- 
ficiently what he needs to know in order to sell. 


. The interactive nature of perception, cognition, and af- 
fectivity. If psychology did nothing more than remind 
us that these three processes are occurring inter- 
actively in each human being the contribution would be 
significant. However, the evidence of their importance 
indicates the need for taking account of them in the 
presentation and demonstration and in ongoing custom- 
er relationships. 


. The body of knowledge on human motivation. This has 
influenced markedly the whole field of marketing and 
in particular selling. The complexities implied in 
answering the question ‘‘Why do people buy?’’ point up 
this content area where a general contribution of 
psychology to salesmanship exists. 
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5. Personality structure and dynamics. Perhaps the key 
application of this body of knowledge is the trait ap- 
proach to analyzing the customer vs. the more conven- 
tional type approach. A good many books on salesman- 
ship still persist in talking about types of customers 
and in suggesting strategies and tactics based on these 
types. However, from what we know about personality 
structure and dynamics, the more appropriate ap- 
proach is the trait approach where the salesman sees 
his task as that of identifying outstanding personality 
characteristics in the customer or prospect, docu- 
menting with evidence his description, and then formu- 
lating strategy based on what he has discovered. De- 
tails of this method and the rationale underlying it are 
found in Cash and Crissy, Personality and Sales 
Strategy. 


Now perhaps it might be well to examine some specific illus- 
trations of contributions of psychology to salesmanship. First, 
let’s take the field of motivation and in particular the peculiar 
nature of human needs and just one characteristic of them— 
homeostasis. The principle of homeostasis may be stated thus: 
the needs of the organism tend to a balanced state. When the 
balance is disturbed, the individual seeks ways of again achieving 
the state of balance. Now let’s see specifically how this can be 
applied in selling. It can be pointed out with confidence that no 
salesman has a day pass on which he does not hear some customer 
or prospect say, ‘‘I don’t need any,’’ or, ‘‘I am satisfied with my 
present sources of supply,’’ or, ‘‘We are pretty well pleased with 
the way we now solve that problem.’’ These are quick illustrations 
from the market place of an expression of homeostasis on the part 
of the customer or prospect. All of us, I think, agree that if the 
salesman understands homeostasis his next step to take when he 
hears such statements is to ask the person questions which will 
elicit an expression on the part of the individual of how and why he 
is satisfied with the present status of things and what he particul- 
arly likes about the goods he is now using, or what he particularly 
likes about the companies with whom he is now doing business. 
The corollary in salesmanship is that you can’t sell anyone any- 
thing without first disturbing his homeostasis. To continue with 
our example, once the salesman has asked for this expression of 
needs he knows full well that the customer or prospect is going to 
be forced to convert his needs into specific wants and to describe 
these in terms of factors or things in the environment that he uses 
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as want satisfactions. Needs are generalized, vague, internally 
focused, difficult to verbalize. Wants, however, are the progeny of 
needs and are specific, concrete, environment focused, easy to 
talk about. As the salesman hears this cataloging of want satis- 
fiers now in use, he makes a mental note of those aspects of his 
products and services, of his company, or of his people that would 
appear to provide different and better satisfaction of the wants 
that the customer or prospect is describing. 

Let’s take a second specific illustration. This one from the 
field of perception and, in particular, the principle of temporal 
summation. This principle may be stated simply as the fact that a 
stimulus of constant intensity may have to be repeated several 
times in order to elicit a response. The application of this prin- 
ciple in salesmanship, of course, involves having the salesman 
prepare himself with several ways of making any point that he 
may have to make during a particular sales call. He just realisti- 
cally can not count on stating a point one way or showing it one 
way and having it perceived by the customer or prospect. A com- 
mon place illustration I have used in my own teaching to illustrate 
temporal summation is the situation all of us have faced; namely, 
we are at home perhaps reading a book or watching a television 
program when suddenly we are conscious of the fact that the tele- 
phone has rung three times. We didn’t hear it the first time or 
the second time, but now we know it rang three times. Going back 
to the sales situation, this is why a supervisor of salesmen, in in- 
terrogating a salesman about a call, should not be satisfied when 
he hears a salesman say, ‘‘Well I told Mr. Brown such and such,’’ 
or, ‘‘I showed Mr. Brown such and such.’’ Both of these state- 
ments are immaterial. The important thing is what did Mr. Brown 
hear? What did Mr. Brown see? 

For our third illustration let’s examine a principle or char- 
acteristic of thought process, namely, reification. Simply stated 
reification describes the fact that the mind thinks in a series of 
images and when we hear or read an abstract term we tend to 
imaginize it or reify it. How does this relate to selling? Very 
directly I think. This mental process is the very reason why one 
of the criteria of an effective sales presentation is relative 
freedom of abstract terms, or more positively, an abundance of 
image provoking language, illustrations, comparisons, etc. In oth- 
er words, the salesman can only control the mental process of the 
customer or prospect to the extent that he uses image-provoking 
language which will carry the customer’s or prospect’s thought 
along the track that the salesman desires. Whenever the salesman 
uses an abstract term, he runs the risk that an association 


322 SOCIAL RESPONSIBILITIES OF MARKETING 


different from the one that he intended will occur. The example 
that I use in class to demonstrate this is to ask the members of 
the class to jot down the first thought that pops into their minds 
after I have given them an abstract word. I use the word purity. 
The associations elicited range from virgin, sex, mother, to soap, 
water, cleanliness. 

As a fourth specific illustration, let us turn to learning theory 
and the principle of overlearning. As you know, this principle 
states that, in general, if something is learned to the point of re- 
call and then about half again as much time is invested in review- 
ing what is learned, the material learned will become habitual and 
forgetting will be lessened. Further, if something is learned but 
not overlearned an untoward or unexpected interference in the 
environment of the individual may block out his recall of what he 
has learned. In contrast, if something has been over-learned, the 
unexpected occurrence will not interfere with speedy recall be- 
cause he has made the matter habitual. The application in selling 
is manifold. It points up the need for drills on product knowledge 
and the reason why the salesman to be effective in the give-and- 
take of a sales presentation must have overlearned his product 
knowledge and any other facts and information relevant to the 
particular call. If he fails to do this and the unexpected occurs, he 
is likely to find himself at a disadvantage unable to think what to 
do or say next. 

With the obvious limitations of time, I have made no attempt to 
be either comprehensive or encyclopedic in the examples cited. 
In closing, however, I would say that from both a methodological 
and content standpoint, psychology and the other behavioral sci- 
ences have much to contribute to more effective personal selling 
and, in particular, they provide a wealth of information for the 
instructor in salesmanship if he would make his course functional 
in terms of the interpersonal aspects of the market place. 


APPENDIX 1 


Set forth below is a quotation from the Preface to The Psychol- 
ogy of Selling by H. C. Cash and W. J. E. Crissy: 


1. Selling is both an art and a science. Many of the 
things the effective salesman does are intuitive and stem 
from him as a unique individual. On the other hand, there 
is an accumulating body of knowledge about selling, and 
the methods of science—systematic observation and data 
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collection—applied to selling can add to this growing 
mass of proven principles and techniques. 


2. Both the content and the methods of psychology have 
application to the science of selling. Psychology is con- 
cerned with human behavior and how it may be influenced. 
Its methods are scientific and provide for the collection 
and analysis of information about human beings. 


3. Sales training encompasses both ‘‘people’’ knowledge 
and ‘‘thing’’ knowledge. Too frequently it is restricted to 
the latter—products and services available for sale. 
Psychology can contribute markedly to ‘‘people’’ know- 
ledge. 


4. The crux of sales training is the education of sales- 
men and their individual development. The salesman 
needs to know not only how to sell but the ‘‘why’’ under- 
lying proven principles and techniques. This gives him 
greater insight into the selling process and more self- 
confidence in using what he knows. Thus education should 
replace the inspiration and exhortation often used in sales 
training. 


5. The most fruitful way to view selling is to see it asa 
buying process which the salesman brings about in the 
prospect and customer. Thus the process begins with 
the discovery of the needs to be met by the product or 
service being sold. 


APPENDIX 2 


The two classic books in this field are: 


Strong, E. K. Jr., Psychology of Advertising and Selling, New 
York: McGraw-Hill Book Co., 1925. 

Snow, A. J., Psychology in Personal Selling, Chicago: A. W. 
Shaw, 1926. 


More recently: 


Husband, R. W., Psychology of Successful Selling, New York: 
Harper and Bros., 1953. 

Hattwick, M., The New Psychology of Selling, New York: McGraw- 
Hill, 1961. 

The Cash-Crissy Psychology of Selling series includes, to date: 
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A Point of View for Salesmen 
The Use of Appeals in Selling 
Motivation in Selling 
Personality and Sales Strategy 
published by Personnel Development, Associates, Box 36, Sta. A, 


Flushing 58, New York. 


Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


H. Teaching Wholesaling Management 


38. WHOLESALING COURSES IN 
AMERICAN UNIVERSITIES 


Donald F, Mulvithill* 


A general description is presented of the wholesaling 
course presently being taught in schools of business in the 
U.S. Shifts in emphasis through time as indicated by the 
experience of one such school are reviewed. Speculation 
as to the wholesaling course of the future and its place in 
the marketing curriculum and in the offerings of a school 
of business is attempted. 


INTRODUCTION 


O some degree, it is easy to discuss courses in wholesaling in 

schools of business across the United States because, until 
recently, there was only one textbook which avowedly covered this 
subject. One reason for the presence of only one book was the 
relatively few courses being offered which bore this title. Shortly 
after World War II, it was estimated that there were about 32 
courses offered in the field. Now, according to one publisher, 
there are about 115 courses; and there is a second textbook now 
available and a third is forthcoming. 

Some of these may be catalog offerings with few takings; others 
may be offered only in alternate years. An examination of the 
schools which have adopted one textbook indicates that the course 
is offered in large and small universities and colleges, but per- 
haps most particularly in the large state schools. 


GENERAL DESCRIPTION 


Possibly the experience at the University of Alabama in regard 
to this subject will be symptomatic of what has occurred else- 
where, In the marketing curricula, it was thought that all students 
should have, in addition to the basic courses, courses in retailing, 
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wholesaling, and advertising. In order to keep up with the changing 
South, the course in wholesaling included a strong section on in- 
dustrial marketing. In the years immediately after World War II 
while awaiting a revision of the existing text, many of the publica- 
tions of the U. S,. Department of Commerce were used. In fact, 
Meserole’s book on streamlined grocery wholesaling and similar 
publications along with studies such as those made by Crow in re- 
gard to wholesale produce markets and published by the U, S, De- 
partment of Commerce were used. In fact, Meserole’s book on 
streamlined grocery wholesaling and similar publications along 
with studies such as those made by Crow in regard to wholesale 
produce markets and published by the U. 8S, Department of Agricul- 
ture still are valuable readings and references. The course was 
taught in the usual lecture—discussion—quiz method, supplemented 
by field trips and an occasional speaker. This subject contained 
considerable matter for a course which lasted only one quarter. 
Even when the school reverted to the semester calender, it was 
increasingly difficult to do as thorough a jobas it was felt desirable 
in regard to both the wholesaling of commodities and industrial 
marketing. 

The next step was to make two courses available to the students: 
(1) a course in wholesaling of commodities which was a three-hour 
course for one semester, and (2) a two-hour course in industrial 
marketing. At this time, colleges were not concerned with 
charges of proliferation; and it is thought that even today, a change 
would have been made in spite of the Gordon and Pierson reports, 
However, Alabama has just recently gone back to the single three- 
hour course, not because of these problems, but because of the 
shifting emphasis to the managerial point of view as well as a re- 
styling of the curriculum, There is now a single marketing major 
with five options, in only one of which (wholesaling and industrial 
purchasing) is the wholesaling course required. In the others, 
wholesaling and industrial marketing is one of the optional courses 
to be taken as are retailing, advertising, and others. 

Traditionally, the course consisted of sections which deal with a 
definition of wholesaling in relationship to other marketing institu- 
tions, the individual wholesaling establishment and its operation, 
and an evaluation of wholesaling in the economic structure. A 
course description is presented as an exhibit to this paper, not be- 
cause it is a model of what the course might be, but because it 
shows the range of topics covered. 

Since the wholesaling course usually is taken after there has 
been a basic, or general, course in marketing, some of the material 
is in the nature of a review for the better students. The approach 
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in such a basic course usually is in terms of the total system and 
not too much time is spent on the various wholesale institutions 
viewed from the point of view of the manufacturer or processer 
who is looking for the proper channels of distribution to get his 
goods to the ultimate user or from the point of view of the retailer 
who is looking for sources of supply to furnish him with what he 
considers to be the proper inventory for his type of outlet. This 
course in wholesaling then becomes one which stresses the 
analysis of the various wholesale establishments in performing the 
functions between the point of form utility creation and the point to 
which the consumer goes to satisfy his wants. If the instructor is 
not careful, it is apt to become purely descriptive or a ‘thow-to- 
do-it’’ course. 


Changes to be Expected 


With the shift to the marketing concept asa means of organizing 
a business establishment and the emphasis being placed on the 
managerial efforts, it is inevitable that the wholesaling course 
would change from the old type to a broader, more analytical one, 
stressing the role of the wholesaling functionaries in the general 
business and economic environment, Perhaps this is symbolized 
by the title of the second textbook to appear in this field and the 
current revision of the old. 

It would seem that the best course for the students at the uni- 
versity level would be one which attempts to present an analysis of 
the various wholesaling institutions, stressing their relative 
merits and disadvantages when used under varying marketing 
situations. (In addition to the usual institutions, some attention 
should be paid to the ‘‘facilitating agencies’’ which aid in the fi- 
nancial and risk-bearing functions as well as in transportation and 
storage.) Stated differently, the course today should provide the 
student with a working knowledge of how channels of distribution 
may be utilized to promote the sale of goods most efficiently. 
This means that, in any marketing decision, the manager should 
know what can be done utilizing the various means and the varying 
cost structures which will be present depending uponhis decision. 

Such a course could well utilize the case method as a supplement 
to the lecture—discussion technique, a change which would be in 
keeping with what appears to be the general trend in regard to all 
courses, marketing or otherwise. Some courses are already 
utilizing this method. 

Such a course would be valuable not only to the students special- 
izing in marketing, but also would serve all uppergraduate students 
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as a basis for greater understanding of the marketing decisions 
which face manufacturers and retailers. 


MARKETING 124. WHOLESALING. 3 Semester Hours 


Textbook: Beckman, T, N., Engle, N. H., Buzzell, R, D., Whole- 
saling, 3rd ed., New York: Ronald Press Co., 1959, 
pp. xvi - 704 

Other material used: Examples of working papers, operating 
manuals, etc., used by wholesale establishments. A 
one-day field trip is taken to Birmingham to see two 
wholesalers, drug, hardware, or grocery. 


Course Outline: 

Part I—Wholesaling in the American Economy. 
General Nature of Wholesaling 
Wholesaling in Terms of Transactions 
Wholesaling in Terms of Establishments 
Practical Importance of Wholesaling Concept 
Historical Background of Modern Wholesaling 
The Wholesaling Structure in the United States 
The Regular Wholesaler 
Functions of the Regular Wholesaler 
The Industrial Distributor 
Limited-Function Wholesalers 
Integrated Wholesaling 
Cooperative Wholesale Distribution 
Merchandise Agents and Brokers 
Productivity and Efficiency in Wholesaling 
Governmental Impact Upon Wholesaling 


Part II—Operating a Wholesale Establishment 
Establishing a Wholesale Enterprise 
Locating a Wholesale Establishment 
Financing a Wholesale Enterprise 
Organization of a Wholesale Business 
Stock Turnover and Merchandise Planning 
Buying Policies and Procedures 
Wholesale Prices and Pricing Policies and Methods 
The Warehousing Function in a Wholesale Enter- 
prise 
Order-Handling and Traffic Management 
Inventory Control 
Management of the Selling Function 
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Sales Analysis and Control 

Credit and Office Management 

Analysis and Control of Operating Expenses 
Performance Measures and Standards 


Teaching methods: Because of the size of the class and the ob- 
jectives of the course, it is taughtona lecture-discussion 
basis. Students are encouraged to examine the wholesale 
institutions critically and raise their points of view. Us- 
ually two, but sometimes three, one-hour examinations 
are given which count one-half of the total grade. The 
final examination, covering the entire course, counts one- 
half also. 

Objectives: This is a survey course comprising the study and 
analysis of the economic forces operating, the marketing 
institutions employed, and the methods used in moving 
commodities from the point where final form utility is 
created to where the ultimate consumer obtains it for his 
personal want satisfaction. 

Relationship to other courses: This builds upon the information 
and analysis obtained in the basic general course in 
marketing. It rounds out the background of the marketing 
major, along with complementary courses in retailing 
and advertising. It is the basis for further instruction 
in industrial goods, marketing, marketing research, and 
management. For students outside the marketing cur- 
ricula, it serves as a cognate elective. 

Significance: Little can be grasped in regard to as complex and 
varying a structure as the American marketing system 
in a one-semester course. Most students have only a 
superficial knowledge of marketing institutions and 
agencies that they will deal with both as consumers and 
producers. To overcome this and to provide rigid 
analysis of the work done, such a course as wholesaling 
is needed, 

Variation in course content: Previously the course included some 
emphasis on industrial goods marketing. With the chang- 
ing economy of the Southeast, it was thought desirable to 
strengthen this aspect by setting up a separate course 
(see Marketing 122). Each year new materials are 
added and others discarded. The newer textbook, stress- 
ing the concept of ‘‘value added by distribution,’’ has made 
discussions of productivity and efficiency more mean- 
ingful. 
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39. MANPOWER DEVELOPMENT FOR 
WHOLESALE MANAGEMENT 


J. E. Donald Hastie* 


Training for wholesale management in McKesson & Robbins 
is a year-round, top management-blessed activity in which 
all echelons participate. Consistent with McKesson's pol- 
icy of promotion from within, sales and executive trainees 
are actively recruited, given basic and departmental train- 
ing and fed into their sales and management ranks. Ad- 
vanced training programs for specific management positions 
are described—all aiming to their Planned Performance 
Program. Fundamental, however, is the philosophy that 
Management Development is mainly Self-Development. 
The company provides the "climate", tools, programs, etc., 


but the ultimate responsibility rests with the individual for 
his own self-development. 


ANPOWER Development for Wholesale Management is my 

topic at this conference. In McKesson we have an extensive 

program, and only the highlights can be covered today. 

To set the stage, I want to describe McKesson & Robbins as 
‘‘twholesale distribution specialists.’? The term ‘‘distribution 
specialists’’ is the best label for the complex wholesale opera- 
tions of our company. As ‘‘distribution specialists,’’ we are 
organized to perform three basic functions: 

1. To provide our customers with the products they 
want, when they want them, and where they want 
them, at reasonable prices; 

To provide efficient and profitable distribution outlets 
for the products of the drug, liquor and chemical 
industries; 

To provide these services at the least possible cost 
by increasing the productivity of our employees and 
improving our distribution methods and facilities. 


*J, E, Donald Hastie, Training Co-ordinator, McKesson and Robbins, Inc., New 
York. 
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The abstract symbol on this chart is our new corporate symbol 
designed to show the flow of products into McKesson’s three prin- 
ciple departments and the flow of these products out to the wide 
markets of the three major industries we serve. 

McKesson is a national company composed of many local 
businesses—drug, liquor and chemical distributors. The local 
operating unit is the individual Drug or Liquor Division or Chemi- 
cal District or Branch. 


DRUG DIVISION ORGANIZATION 


SALES 
MANAGER 


WAREHOUSE 
FOREMAN 


This is the organization chart of a typical wholesale unit and the 
functions performed in it. Our corporate structure is merely the 
total of all our operating units, organized to lend unity to our 
company. Within the last seven years, we have expanded our Drug 
operations from 73 Divisions to 99 Divisions and branches; our 
Liquor and Chemical operations have grown considerably too, 
mainly from acquisitions. 

To lead and manage these units we have 850 executives today, 


EXECUTIVE MANPOWER TURNOVER 


TOTAL EXECUTIVES 898 
DRUG DEPARTMENT 550 
PAST RETIREMENTS & TERMINATIONS 170 
SCHEDULED RETIREMENTS 77 
MANAGEMENT APPOINTMENTS 601 
SALES & EXECUTIVE TRAINEES 415 
STILL EMPLOYED 250 
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—of these, 550 are in the Drug Department and it is the manpower 
development program in the Drug Department that I will discuss. 
Naturally, steady attrition of managerial talent took place at the 
same time. For various reasons, including retirements, 170 
executives terminated employment. In addition, we have 77 man- 
agement retirements scheduled during the next seven years. 

Since 1954, in the Drug Department alone, there have been 601 
management appointments. The make-up of these appointments 
were varied; some were promotions within the same Division and 
some transfers to larger Divisions, both types necessitating a re- 
placement appointment or chain reaction; promotions from non- 
exempt positions; transfers from trainee status to regular man- 
agement assignments, etc. Regardless of category, they consisted 
of executive appointments that required top management to draw 
upon the company’s available Management Manpower. 

During the same period our input consisted of 415 sales and 
executive trainees, of whom approximately 55 per cent are still 
with us. 

These people are our new blood. We need them, we seek them 
out, we compete for them. Wholesaling is not a glamour industry 
compared to electronics, space age missiles, etc., but we get our 
share of likely candidates—we just have to dig harder for them. 

As most of you know, these young people place company train- 
ing programs high on their evaluation list of a prospective em- 
ployer. Our trainee programs were especially developed to train 
a man for his first responsible job with McKesson and that is their 
primary objective today. 

These facts, and their resultant problems are no different from 
what your companies have, but perhaps our approach in preparing, 
training and developing people for wholesale management is 
unique. 


SALES AND EXECUTIVE TRAINING 


By means of a series of progressive charts, our sales and 
executive trainee programs and other management training pro- 
grams are pictured and how they are integrated into a cohesive 
pattern. The areas or fields of wholesale management are listed 
on the next page. You will recall that they are the same as ap- 
peared on our organization chart a few moments ago. 


Preliminary Training 


Our first step we call ‘‘Preliminary Training.’’ Sales, Buying 
and Operations Trainees are employed with the understanding that 
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SALES AND MANAGEMENT TRAINING 
WHOLESALE PRELIMINARY 
MANAGEMENT TRAINING 


SALES 
BUYING 
raining 
Supervisory 
OPERATIONS 


ACCOUNTING 


Accounting 
| Correspondence 
Course 


CREDIT 


they go through trial or probationary warehouse training perform- 
ing all the sundry tasks assigned to them. During this period they 
have the opportunity to see if they like and want to stay in our 
business and we, in turn, have a chance to size them up and ob- 
serve their attitude and interest. 

For operations trainees, especially for non-exempt ware- 
house people, we use in addition, the University of Minnesota 
Correspondence course in Supervision as preliminary training for 
a Warehouse Supervisor’s Course. 

Note the Accounting Correspondence Course which we use as 
preliminary training for non-exempt employees aspiring to ad- 
vancement in Accounting and Credit Management. 


Basic Training 


Our Basic Training Programs follow the management area or 
function. Our largest program is for Sales, Buying and Operations 
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SALES AND MANAGEMENT TRAINING 


TRAINING TRAINING 
MANAGEMENT 


SALES 
ial 
some 
~ 6 months 
lence upervisor 
OPERATIONS] | Supers 


ACCOUNTING 


Basic 
Accounting A 
ccountin 
Training 
3 months 


CREDIT 


Trainees in the Drug Department. We have a major sales policy 
that every Drug Division must have trainees in training equal to 
10 per cent of their sales force, plus known replacements and 
retirements. 

Our Basic Sales Training Course is a 6-months-on-the-job 
program that familiarizes our trainees with the company, our 
procedures, our customers and products. I mention this program 
first because, deliberately or not, we have been drawing many 
executive trainees from our sales trainee ranks. This reflects 
our experience in the past that about 50 per cent of our Division 
Managers have come up through the sales route, while the other 
half have advanced through operations, buying and accounting. 

Potential and incumbent Warehouse Supervisors participate in 
a short operational course designed especially for them. Our 
Accounting and Credit Manager Trainees take a 3-month basic 
accounting training program. 
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SALES AND MANAGEMENT TRAINING 


BASIC 
WHOLESALE PRELIMINARY DIVISION DEPARTMENTAL 


TRAINING TRAINING TRAINING 
MANAGEMENT PROGRAMS PROGRAMS 


Advance 


Sales Training 
SALES 3 months 


Basic 
Trial Sales Buyer 
BUYING Warehouse | Training Training 
Training 3 months 
G months | 


Operations 
Supervisory Warehouse 
Correspondence| | Supervisor g 
OPERATIONS Course 3 days Training 


3 months 


Accountant 


ACCOUNTING Training 


Accounting Basic 3 months 
Correspondence | 
raining 
Course Credit 
3 months Manager 
CREDIT Training 


3 months 


Departmental Training 


Following the completion of the Basic Sales Training Course, 
Sales, Buying, and Operations Trainees branch off and study their 
respective fields through Departmental Training Programs. These 
are formal programs consisting of vigorous work and related 
study assignments, on-the-job training experience, etc., and take 
another 3 months. 

Similarly, special programs for Accountants and Credit Man- 
agers are required. These Study Guide binders will give you an 
idea as to how well organized and detailed are each of these De- 
partmental Training Programs. They all contain specific assign- 
ment and study outlines. 

The sales and executive trainee programs, while prepared in 
the Home Office, are carried out in each Division under the super- 
vision of local management. We are extremely decentralized even 
to the extent of delegating to each operating unit, the responsibility 
of determining its own sales and executive trainee requirements 
within national policy and recruiting, selecting, and training 
locally with the aid of centrally-prepared personnel tools. 

I’m sure you will appreciate that the length of these training 
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programs calls for some careful advance planning of manpower 
requirements. We try for a lead time of one to two years in our 
executive group to get the trainee fully operational. Emergencies 
often require a full-time use of the trainee before his program is 
completed. Line management is always looking at the profit line 
on the Profit and Loss Statement and finds it hard to resist the 
temptation to shorten the training schedule and put the trainee on 
the job. 

One answer to this has been the establishment of a small 
group of executive trainees carried on the Home Office payroll 
instead of the local operating unit’s payroll. This gives us a re- 
serve group of mobile trainees that can be transferred to plug a 
hole and at the same time, take some of the burden of training 
costs away from the local unit. 

Now we have our trainees operational. The Sales Trainees are 
out selling; the Executive Trainees are on their respective jobs 
and doing nicely. . . we hope. 


District and Home Office Training 


We conduct District and Home Office training programs for 
those promoted to management positions in our major depart- 
ments. The teaching staff is comprised of Home Office staff 
specialists. Operating problems, improved procedure, human 
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SALES AND MANAGEMENT TRAINING 


BASIC HOME OFFICE 
WHOLESALE PRELIMINARY DIVISION DEPARTMENTAL & DISTRICT 


TRAINING TRAINING TRAINING TRAINING 
MANAGEMENT PROGRAMS PROGRAMS PROGRAMS 


Advance Sales 
ales Training Management 
SALES months 5 days 

a 


Basic 
al 


Tr Sal 
BUYING Warehouse | | Training 
Training 


3 months 


Accountant 


ACCOUNTING Training 


Basic 3 months 

Accounting 
Course Training Credit 
3 months Manager 


CREDIT Training 


relations, etc., are covered. These schools or seminars are held 
once or twice a year in New York. 

Our most advanced training programs are the Division Man- 
agement Seminars for Drug and Liquor Division Managers and 
Chemical District Managers. In these seminars the Home Office 
executive staff reviews Divisions’ operating policies and strives 
for an understanding of them. Operating procedures are not 
emphasized here, emphasis being placed on the principles of 
management and the development of good human relations. Lec- 
tures, discussions, reading assignments, role-playing and case 
studies are used to vary the program. All this training and job 
experience focuses on our Planned Performance Program. It 
takes the company’s long-term objectives and translates them 
into Division, District or Branch goals for the year ahead. Over- 
all goals are then broken down into functional goals to be ac- 
complished by department executives—Sales Manager, Buyer, 
Credit Manager, Etc. 

Now, at this point our training for wholesale management 
takes on a unique aspect. Most of the elements are not new, but 
the way we have them put together and make it work, is somewhat 
different. I refer to the development of the executive on the job. 
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SALES AND MANAGEMENT TRAINING 


WHOLESALE SIC HOME OFFICE 
PRELIMINARY DIVISION DEPARTMENTAL & DISTRICT 
MANAGEMENT TRAINING TRAINING TRAINING TRAINING 


PROGRAMS PROGRAMS PROGRAMS 
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The foundation of our program for our present managers is 
self-development of the man on the job. We provide the ‘‘cli- 
mate,’’ the tools, and the opportunities, programs, etc., but in the 
last analysis our training program for Wholesale Management is 
self-development. 

Each executive’s development program is tailored to fit his 
own needs. Ever since Eve persuaded Adam to join her ina 
between-the-meals snack, the problem of getting people to do 
what you want them to do has beena basic socio-business problem, 


Each Executives 
Development 
Program... 
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Interesting our people in self-development, in getting them to 
want to do a better job in their present position, to improve their 
present job performance, is the keystone of our manpower devel- 
opment program. The solution was not easy to find—it took ten 
years—and we still think there is room for improvement. 


PLANNED PERFORMANCE PROGRAM 


Here is the hard core of our development program. 

The objectives of our company and each of the operating units 
are: 

1. To obtain the maximum share of profitable sales in 
the area in which the unit is located. 

2. To give prompt and dependable service to our cus- 
tomers. 

3. To operate at the lowest cost commensurate with 

good service. 

4. To make the maximum long-term return of net profit 

on capital invested in the unit. 

The first three objectives, maximum profitable sales, depend- 
able service to customers, and low operating costs are under- 
standable objectives—characteristic of successful business enter- 
prises. 

The fourth objective, maximum long-term return of net profit 
on capital invested represents a recent shift in our thinking to the 
profit—accounting theory that calculates profits in terms of ‘‘re- 
turn on investment’’ rather than ‘‘return on sales.’’ It is this 
element in our business that is the foundation of our Manpower 
Development Program for Wholesale Management. 

To attain these objectives, our PLANNED PERFORMANCE 
PROGRAM spells out the performance expected from each ex- 
ecutive; provides yardsticks for measuring performance; enables 
management to hold each executive accountable for his perform- 
ance; and provides a fair and equitable basis for salary increases 
and promotions based on individual performance. 

To administer and control the PLANNED PERFORMANCE 
PROGRAM, job performance appraisals are made annually. They 
consist of these elements: 

1. ‘*How Am I Doing’’ Appraisal 

2. ‘*How Can I Improve’’ Plans 

3. ‘‘How Am I Doing’’ Talks 
The ‘‘How Am I Doing’’ Appraisal is a dual appraisal operation 
wherein the executive evaluates his own past performance against 
previously set goals. A similar appraisal, using the same data, is 
used by his superior. 
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The ‘‘How Can I Improve’’ Plans are made by the executive 
himself based upon the analysis of the reasons why his previously 
set goals were not attained. Also, after goals for the coming year 
are set and agreed to by his superior, plans to attain them are 
made. Naturally, the goals of the department executives are 
necessarily tied in with the goals or objectives of the entire unit, 
e.g., Division, District or Branch. 

The ‘‘How Am I Doing’’ Talks are discussions between the ex- 
ecutive and his superior based on the idea that executive prepares 
at the beginning of the year, his goals and plans for meeting them 
during the year. Agreement is reached on them. At the end of 
the year the executive and his superior compare and discuss ac- 
complishments against those goals. The talks are centered on 
performance, not personality —improvement, not criticism. 

At this point Manpower Development for Wholesale Manage- 
ment is emphasized. After the appraisals and discussions of 
performance, and plans for improving job performance and at- 
taining next year’s goals are formulated, personal development 
begins. 


EXECUTIVE SELF-DEVELOPMENT 


To this point, the company has helped identify and eliminate 
the obstacles to development. Now it provides the opportunities 
and encourages the individual to help himself. 
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COMPANY MANUALS 


BUYING MANUAL A, 
CREDIT MANUAL 
INSURANCE MANUAL A 


OPERATIONS MANUAL 7 


SALES DAANAGE MENT MANUAL 
TAX MANUAL 


First, we encourage and make available our company manuals 
to start the executive on his own self-development program. 

We have distributed to all of our executives a copy of the 
McKesson Supervisor’s Handbook. It is one of our key personnel 
tools in dealing with people. 

Then, there is our Employee Educational Assistance Plan. 
Under it, we encourage everyone to participate in Adult Education 
Study Courses that relate to their jobs, or other positions they 
aspire to, and share the costs. 


McKESSON 
MANPOWER 
DEVELOPMENT 


READING LIST 
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And our specially prepared McKesson Manpower Development 
Reading List is available to all executives. Over 100 carefully 
selected books on general management, leadership, and specific 
operations in our Company are recommended and made avail- 
able. 
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These are only the highlights of Manpower Development for 
Wholesale Management in McKesson as I said they would be. They 
are programs we have developed to make WHOLESALING AS A 
CAREER WITH McKESSON & ROBBINS challenging, attractive 
and rewarding. Perhaps we have worked slowly, but we have 
tried to develop soundly. The people who avail themselves of 
these opportunities are the people who are moving ahead in our 
company. 

How much does the program cost? We don’t know exactly, but 
our management definitely feels that our expansion in recent 
years could not have taken place without it. 

We have recognized the need—we have taken steps to meet the 
need. 


E 


Part Two 


MARKETING EDUCATION — 
THE CHALLENGE OF OPPORTUNITY 


I. Developing an Effective Doctoral 


Program in Marketing 


ia 


40. BUSINESS SUBJECTS IN THE 
DOCTORAL PROGRAM 


Eugene J. Kelley* 


The primary functions of the marketing doctoral program 
are to contribute toward expanding the fund of creativity, 
advancing the frontiers of marketing knowledge, and pro- 
viding specialized education in research and scholarship in 
marketing. Non-marketing disciplines and tools contribute 
to the marketing doctoral program as they aid in develop- 
ing theories, enriching operational concepts, and improving 
the methodologies of marketing. The doctoral curriculum 
involves individual and institutional responsibilities and 
achieving a balance between breadth and depth of pro- 
grams and professional and academic training. Functional 
specialization is essential; it is best conceived in terms of 
advancing the process of marketing, rather than achieving 
completely determinable objectives. The doctoral environ- 
ment should provide multiple opportunities and incentives 
for independent study, interdisciplinary research on mar- 
keting problems, and an integrated approach to functional 
problems. 


HE question of determining the amount and nature of business 

administration work appropriate for a doctorate in marketing 
can be viewed in the broader framework of professional graduate 
education in this country today. Some of our problems are similar 
to those facing other social science and business administration 
fields. The question of the objectives of the doctorate, for in- 
stance, has been debated over the years. A few examples from 
Berelson illustrate the nature of much of the discussion.’ 


*Eugene J. Kelley, Professor of Marketing and Associate Dean, Graduate 
School of Business Administration, New York University. 


1. Bernard Berelson, Graduate Education in the United States (New York, 
McGraw-Hill Book Company, 1960), pp. 19-20. 
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In 1929, Dean Heller at the Association of American Uni- 
verisities: ‘‘Since the end of the century, it has been 
copiously written about. . . this stupendously unentertain- 
ing literature (inquiring into the when, why, whence, 
wherefore, and particularly the ‘whomfor’ of the Doctor’s 
degree).... Nearly all those treatises attempted to 
settle the still somewhat open opinion—what does the 
degree really mean??’’ 


In 1944, President Walter Jessup of the Carnegie Founda- 
tion, in his annual report: ‘‘American graduate education 
is in a rut. Its aims lack sharp definition from the point 
of view of professional ends as well as means.’’ The 
general tone of his analysis is revealed by these three 
headings: ‘‘Confusion and Need;’’ ‘‘The Confusion Ag- 
gravated;’’ and ‘‘Wanted: Another Gilman.’’ 


In 1957, the report of the Committee on Policies in 
Graduate Education of the Association of Graduate 
Schools: ‘‘This critical degree. .. now seems to offer 
nearly as many services as the A. B. itself. Current 
pressure forces us to examine our myth-enveloped Ph. D. 
with candor. What we see makes us look away with 
shock.... The basic flaw is: we have never clearly 
defined this protean degree.’’ (Their emphasis.) 


In 1955, at the Arden House Conference of the American As- 
sociation of Collegiate Schools of Business, Weimer pointed out 
that the questions discussed then raised by implication the prob- 
lem of objectives. 


‘What should be the main objective of doctoral pro- 
grams in business administration and related fields? 
Should all such programs have a single objective or may 
different programs pursue different objectives?’’2 


In short, this conversation has continued through the years at 
the Association of American Universities, The National Associa- 
tion of State Universities, the American Association of Collegiate 


2. Arthur M. Weimer, Faculty Requirements and Standards in Collegiate 
Schools of Business (New York, American Association of Collegiate Schools of 
Business, 1955), p. 106. 
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Schools of Business, the American Association of University 
Professors, and in countless professional meetings of various 
disciplinary groups, including the American Marketing Associa- 
tion. 

Objectives are closely related to the functions of doctoral edu- 
cation in marketing. The graduate business school is now a multi- 
purpose institution concerned with educating college teachers of 
marketing and other functional subjects, research scholars, and 
line and staff practitioners with basic and applied research in 
many fields. The nature and diversity of the calls upon the grad- 
uate school today is at the center of many of its problems? 

The course mix problem involves questions of breadth and 
specialization, a long term problem in graduate schools, and in- 
creasingly a problem in marketing education. Time limitations of 
the doctoral program and the explosion of knowledge in business 
and in the fields underlying business means some difficult choices 
must be made. 

Educators usually strive to achieve a balance between general 
professional education and the serving of specialized functional 
research interests. Faculties are not anxious to produce doctoral 
generalists without depth or meaningful scholarship, or, on the 
other hand, to graduate narrow specialists uninterested in other 
fields and unable to communicate to people in other fields. Yet, 
the middle ground doesn’t seem altogether satisfactory. Lee sug- 
gested the problems of this position. 


“Tt is not easy to describe today’s business school 
faculty member. To teach and do research in a modern 
school of business, the faculty member, it would seem, 
must have taken integral and differential calculus, have 
worked with modern algebra, know something of set the- 
ory and symbolic logic, be familiar with matrix algebra, 
and know something of computer programming and appli- 
cations in the field of operations research. He must 
also have done a great deal of work in the field of social 
psychology, for he must know not only about the behavior 
of individuals, but must study them as members of groups 
and know about the motivation of groups. He will need to 
have mastered the rudiments of sociology and have more 
than a passing acquaintance with the jargon and insights of 
cultural anthropology. And he must not acquire these 


3. Berelson, op. cit., p. 45. 
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things at the expense of a sound grounding in economics, 
for that is fundamental. We take it for granted that he 
will not only be acquainted with, but expert in, the tool 
fields of accounting and statistics. And then he must 
master at least one—and preferably most—of the func- 
tional fields of business—marketing, finance and produc - 
tion.’’ 


Should doctoral programs in marketing attempt to produce 
this type of man? Perhaps some should. But, is it possible that a 
doctoral program attempting to train such men will produce an- 
nual classes of teachers destined for professional obsolescence in 
a few years? There are risks involved in this kind of program 
which in some ways are comparable to those found in programs 
emphasizing detailed vocational information. 

The high rate of knowledge accumulation of science and tech- 
nology in which basic developments are occurring exponentially 
suggests the corresponding difficulties for a scholar attempting to 
keep up with advances in more than a sector of one field. A pro- 
fessor, or a manager, can hope to read only a fraction of the es- 
timated 1,000,000 articles published annually in 50,000 scientific 
publications throughout the world. 

A scholar, or a manager, or a business teacher need not be a 
man who knows, or is even interested in, everything. As Gilson 
said, scholarship ‘‘does not consist primarily in the quantity of 
knowledge a man possesses, but in the way he possesses it.’’> It 
is more likely, in the future as in the past, that business school 
faculty positions, as well as management posts, will be filled for 
the most part by men whose accumulation of knowledge is more 
modest than suggested by Lee’s quotation, 

Perhaps the curricula mix, including business subjects, should 
vary considerably with the objectives of different candidates and 
programs. It seems doubtful that one curriculum can prepare 
equally well the research scholar able to cope with the unknown 
problems of tomorrow and the line manager able to deal with 
questions of urgent present interest to business and society. 

A maturing discipline is advanced by men mature enough to 
make difficult choices and pursue a limited number of interests. 


4. Maurice W. Lee, “It’s Good to Be in a Business School,’ Business Hori- 
zons, Indiana University, Vol. 3, No. 2, Summer, 1960, p. 4. 

5. Etienne Gilson, ‘‘The Ethics of Higher Studies,’’ Harvard Alumni Bulletin, 
October 27,1927, pp. 127-130. Reprinted in A Gilson Reader, edited by A. C. Pegis 
(Garden City, New York, Image Books, 1957), p. 25. 
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This may not be unfortunate. The person who actively pursues a 
limited number of interests probably has a better chance of sus- 
taining his general intellectual life at a high quality than the per- 
son without special interests. ® 


The Broad Doctoral Program 


One view on doctoral education is that functional specialization 
in business administration should be reduced and that doctoral 
candidates in business administration should be broadly trained, 
that ‘‘a more general and theoretical education, based on scientific 
material and intellectual disciplines, is the only thoroughly practi- 
cal preparation for the professions.’’’ It is maintained business 
faculties must be more tough-minded about the amount of func- 
tional specialization provided doctoral students, that business 
schools have already yielded too much to pressures for speciali- 
zation at all levels. 

The generalist view holds that it is the function of the univer- 
sities to produce doctoral candidates with habits of disciplined at- 
tack on business problems, analytical ability, with capacity for 
making reasoned judgments, and with abilities to transmit these 
techniques to students. These praiseworthy objectives are not 
reached through functional specialization, the argument goes. 
This leads to technique training rather than genuine mastery of a 
subject. It is claimed that universities graduating specialized 
doctoral candidates are giving the market something it does not 
really need, that specialization leads to a concentration on tech- 
niques and not on the fundamental principles and patterns of 
thought of more enduring value, to proliferation and fragmentation 
of courses, and the production of valueless research. 

Perhaps one question is—is it possible to develop doctoral 
programs which produce technically competent specialists who 
possess a comprehensive understanding of their field and of its 
relationship to other fields? This question raises others of ob- 
jectives and of relative emphasis between broad education and 
technical specialization at each educational level. 

There is a need for breadth and synthesis in the doctoral 
program. But can synthesizers be developed in graduate school? 


6. For a development of this point, see James M. Hester, ‘‘Private Intellectual 
Life in a Free Society,’’ Notes and Comments, New York University, Vol. 1, No. 1, 
Fall, 1961. 

7. A statement describing developments at the Graduate School of Business of 
the University of Chicago quoted in Berelson, op. cit., p. 82. 
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This ability is usually a function of responsibility, maturity, and 
experience rather than formal training. Similarly, breadth of 
background and view is important. A doctoral program fails if it 
produces men without breadth of interest in the broad realm of 
business and economic ideas, just as it fails if it produces men 
unable to use the problem-solving tools available to them. The 
marketing specialist who is unable and uninterested in going be- 
yond his specialization usually limits his contributions to educa- 
tion and society. But is the development of personal and social 
wisdom a valid or attainable objective of doctoral programs in 
marketing? Are there other points in the educational development 
of scholars where these objectives may be more appropriately 
pursued? Doctoral educators are concerned with the whole man; 
it does not necessarily follow that all of the resources and skills 
the whole man needs in his professional development should be 
part of the doctoral program in marketing. 

The graduate school does not stand alone in producing scholars 
and teachers. Marketing education is a continuous spectrum rang- 
ing from undergraduate courses, through doctoral education, and 
into business practice; it extends over a professional lifetime. 
The employing institution has a responsibility, with the man, of 
stimulating and facilitating the continuing professional develop- 
ment of doctoral graduates. There may be a limited analogy be- 
tween the faculty development function and the management devel- 
opment function of corporations. In both instances the main 
responsibility of professional development rests with the individ- 
ual. 


The Case for Specialization 


I suggest the business and academic communities need doctoral 
graduates who are likely to maintain a general intellectual life of 
high quality but who have the firm anchorage of deep interests in 
specific business areas and direct responsibility for performance 
in those areas. This for some time to come is likely to be in the 
functional fields. Doctoral education in the functional fields will 
continue to be substantially influenced by the knowledge advances 
in business administration and in the fields underlying the prac- 
tice of business. Therefore, concentration in a functional field— 
e.g., marketing—will result in a different kind of specialization in 
the future. Such specialization probably should emphasize an 
integrative philosophy of relating marketing to other managerial 
functions and problems of business, and to the environmental 
fields surrounding marketing. Functional specialization should 
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probably be conceived in terms of advancing the process of mar- 
keting, rather than in achieving completely determinable ob- 
jectives. But the heart of the marketing doctoral program—from 
courses through to dissertation, should remain centered on mar- 
keting problems and concepts and the methodology of marketing 
inquiry. The newer tools of decision-making become important 
as they help develop theories, enrich operational concepts and 
improve the methodologies of marketing. The approach and focus 
of marketing are different from the other functional fields in many 
respects. This is why marketing is a separate field of scientific 
investigation and doctoral study. 

More, rather than less, specialization may be needed within 
marketing. It has been pointed out the Ph. D. in other fields is 
more likely to be ‘‘a specialist in American history or social 
psychology or Italian literature of the Renaissance or high energy 
physics or Greek drama or biostatistics or topology or genetics or 
econometrics. In the course of becoming that, he comes to know 
something of the rest of his discipline, and that is about the best 
that can be done.’?® This sums up the point of view that is a con- 
clusion of Berelson with which I am in full agreement: that the 
primary purpose of doctoral study is to provide specialized train- 
ing in research and scholarship in a discipline. Liberal education, 
general education and general business administration education 
are not the tasks of the doctoral program. These are tasks for 
other parts of the educational system. The problem of remedial 
education of some sort may exist where doctoral candidates lack 
parts of a broad academic education. But remedying the lack of a 
knowledge of mathematics through the calculus, or a knowledge of 
psychology at the sophomore level of our most rigorous colleges, 
where these deficiencies are a problem, is not the function of 
doctoral education in marketing. 

Prior said: ‘‘Excellence demands specialization.... By the 
time one has reached the final and most foremost stage in his 
formal training, his task has become too concentrated, his pur- 
pose too single-minded, to impose side excursions on him in the 
expectation that he will be taught a lesson which he should have 
learned long ago.’’® 


8. Berelson, op. cit., p. 221. 
9. Quoted in Berelson, op. cit., pp. 63-64. 
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The Ph. D. Experience 


A diversity of approaches to doctoral education must be en- 
couraged. All of the ideas, imagination, and knowledge that can be 
marshalled are needed to produce the programs of integrated 
professional education in marketing required by the times. 

Doctoral programs should be the biggest single influence in 
expanding the fund of creativity in marketing. Marketing educa- 
tion and practice will progress as we increase this fund. One way 
is to provide the environment in which doctoral faculty and candi- 
dates can try fresh and different approaches to problems. 

There are at least three ways for business schools to develop 
doctoral specializations which enable the candidate to relate his 
specialization to the environmental fields and which build on and 
utilize the fruits of the interdisciplinary approach. 


1. Increase the number of opportunities and incentives 
for individual programs of independent study and re- 
search by doctoral students. 

2. Utilize doctoral student and team research in various 
ways, including interdisciplinary research on frontier 
problems in marketing. 

3. Organize the doctoral and M. B, A. curricula to obtain 
an integrated approach to functional problems. 


These approaches assume a broadly based M. B. A. program 
and admission standards high enough to insure that candidates will 
develop their specialization with full awareness of its relation- 
ships to the integrated system of business and social action of 
which the function is a part. *° 


Doctoral Workshops at New York University 


Since curriculum questions cannot be most fruitfully studied in 
isolation from a particular educational system, an illustration will 
be used of one activity which contains elements of the three ap- 
proaches mentioned and which is now underway at the Graduate 
School of Business of New York University. 


10. For a description of one new M.B.A. program in marketing, see Eugene J. 
Kelley, ‘‘Planning Curriculum Changes for A Maturing Marketing Discipline,”’ 
Marketing: A Maturing Discipline (American Marketing Association, Chicago, 
1960), Proceedings of the Winter Conference of the American Marketing Associa- 
tion, 1960, pp. 251-264. 
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The School is developing a series of research-centered doc- 
toral workshops in business administration. These have the sup- 
port of the Ford Foundation for a five-year period beginning this 
academic year. The workshops have been influenced by the work- 
shops in economics under the leadership of Milton Friedman at 
the University of Chicago, but adapted considerably for our pur- 
poses. The workshops have a purpose enabling doctoral candidates 
to develop their abilities to undertake and direct research in 
specific business problem areas. The workshops stress research 
methodology, consider published and unpublished examples of re- 
search, and stress the oral and written presentation of the original 
research results of the workshop. Each workshop is limited to 
fifteen full-time doctoral students who are nearing the end of 
their course work. Each workshop participant conducts one major 
research project and several smaller projects under the super- 
vision of the two professors in charge of the workshop. The stu- 
dent’s research projects are normally part of the workshops’ co- 
ordinated research program. One objective of the workshop is to 
assist the candidate to select and develop a dissertation topic 
while still engaged in course work. 

There are three workshops under way this year. One is cen- 
tered on decision-making methods in the firm, another on the 
major problems confronting the American banking system and the 
third is in marketing planning. The marketing workshop is taught 
by Mark Stern, Visiting Lecturer on Management Science, and my- 
self. This workshop centers on a group investigation of the con- 
cepts, theories, and processes of market planning. The projects 
call for integration of business, behavioral and management sci- 
ence contributions relevant to problems of planning marketing ef- 
fort. Projects underway include studies of forecasting and plan- 
ning, long-range corporate planning, mathematical models in 
scientific planning, behavioral science contributions, communica- 
tions and persuasion in planning, organizational considerations, 
programming elements of the marketing mix, evaluation of plan- 
ning, and planning theory. 

The research that will emerge from these workshops may or 
may not be significant; it is hoped that many workshop members 
will be able to develop their workshop research into publishable 
papers or dissertations. Perhaps more important, the research 
insights and experiences gained may help to provide the students 
with some of the knowledge and incentive needed for a program of 
continuing self-education and development extending over a pro- 
fessional lifetime. 

Finally, curriculum committees are but one force shaping 
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doctoral educational policy. More important are the aspirations, 
energy, and intelligent demands of the candidates; the scholarship 
and dedication of teaching professors; and the willful purpose of 
many individuals and institutions committed to quality professional 
education. In combination, these determine marketing curriculum 
development. The test of the joint efforts of all is one of excel- 
lence of learning and research achievement. 

Tomorrow’s doctoral programs of excellence may be struc- 
tured to enable the mature candidate to set his own course as a 
functional specialist within the context of the fluid process and 
discipline of marketing. The doctoral curriculum will probably be 
most successful when it is perceived by all concerned as a place 
on an intellectual journey and not a destination, as an adventure in 
a period characterized by the ferment of change. The burden of 
responsibility is heavy on faculty members to be future directed, 
rather than be guided by the targets of the past or the fashions of 
the present. 


a 


41. BEHAVIORAL SCIENCES IN 
THE DOCTORAL PROGRAM 


John A. Howard* 


Contributions to positive theory in marketing will simul- 
taneously be contributions to the more general theory of 
human behavior which suggests that we would do well to 
draw upon the experience and product of those who have 
been working in behavior theory. Behavior theory can be 
integrated into our existing research and teaching by view- 
ing it against the background of the assumptions of the or- 
dinalist theory of choice which is the traditional positive 
theory of decision in business schools. The specific aspects 
of behavior to be considered are, in simplified terms, learn- 
ing, perception and the influence of other people. For 
learning, both stimulus—response and cognitive theories are 


needed to deal with different types of problems. For the 
influence of other people, small group theory, the theory of 
social structure, behavioral organization theory and the- 
ories of larger social collectivities are suggested. Appro- 
priate references are included. 


Y way of prologue we say that the two central problems of 

marketing are executive and buyer behavior. The dominance 
of these problems is often obscured by the competing interests 
that shape the goals of our business schools, goals that dictate 
what is important and unimportant, relevant and irrelevant, in 
doctoral study. 

Let us be specific about these competing interests. First, 
marketing professors often tend to be pragmatic and place a high 
value on research that, here and now, will aid the executive in do- 
ing his job better. Put another way, they are more interested in 
prescribing executive behavior than in developing a scientific 
description of it. Second, many of us have our intellectual roots 


*John A. Howard, Professor, Graduate School of Business, University of 
Pittsburgh. 
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in economic theory with its earlier focus upon welfare issues. 
Consequently, we wish to prescribe how the marketing executive 
should make his decisions but in terms of welfare criteria rather 
than company criteria. Also, we are interested in prescribing how 
the consumer should make his decisions as indicated by our em- 
phasis upon consumer sovereignty, but on the grounds that we can 
thereby help him better attain his sovereignty. Third, some pro- 
fessors are more interested in the lower-level marketing activ- 
ities of a company, for example, in the problems of the salesman, 
and they are ready to point out that lower-level personnel also 
make decisions. These competing interests tend to cause our ef- 
forts toward fundamental research to be scattered rather than sys- 
tematic, and perhaps, they conceal the fact that we know so little 
fundamentally about how decisions are made. 

My conviction is that we will make no great progress in these 
areas of immediate interest until we develop a corresponding sub- 
stantial supporting base of descriptive, or positive, theory of the 
executive and buyer decision process. The justification for this 
position could be developed at length, but time limits us to one ex- 
ample of each competing interest. In constructing mathematical 
normative decision models for the higher levels in a company, 
goals must be identified before it is possible to determine whether 
the model implicitly posits goal-directed mechanisms that do not 
adequately represent the situation to which it is being applied. At 
this higher level, goals are numerous and ambiguous. In addition, 
the model must be designed to utilize only the data that are obtain- 
able. Both of these requirements of a normative model imply an 
essential behavioral understanding. We recognize, however, the 
reinforcing interplay that will occur between research in the 
normative and the positive areas of marketing knowledge. Second, 
the condemnation of advertising on grounds of economic waste is 
underlain by a model of consumer decision that is generally ac- 
cepted as inadequate.’ Finally, insights into executive decision 
will probably provide more understanding into the company’s mar- 
keting operation than will corresponding insights into the sales- 
man’s decision. 

We must recognize that in building the positive theory we will 
be participating in the task of building the more general theory of 
human behavior, in the task of discovering the mechanisms that 
govern behavior, mechanisms that will differ among specific types 


1. But this by no means suggests that all forms of advertising can be ration- 
alized on grounds of welfare criteria. 
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of behavior only in minor detail. The full significance of accepting 
this is difficult to grasp; it has a number of implications. First, 
there must be a tremendous improvement in the quality of re- 
search that characterizes our doctoral programs. Second, our 
interests will inherently be much broader than marketing though 
our empirical work will be restricted to the behavior of people 
filling roles that we have labelled ‘‘executive’’ and ‘‘buyer.’’ A 
corollary of this, which has important implications for the status 
of the study of marketing in the university community, is that as 
indicated above a contribution to marketing knowledge will simul- 
taneously be a contribution to the theory of human behavior. This 
in turn will increase our ability to attract really able doctoral 
candidates to the field in sufficient numbers, since ours now be- 
comes a more humanistic field of study. Finally, it is patent that 
we should investigate those disciplines that have long been con- 
cerned with explaining normal human behavior and fully utilize 
them; why repeat the mistakes of earlier researchers? 

Let us now be more specific about what we mean by the be- 
havioral sciences for the doctoral candidate. For the sake of clar- 
ity and continuity the examples will be confined to buyer behavior. 
In presenting the material we will attempt to develop some unity 
by suggesting (1) the kinds of problems the behavioral sciences 
look at, and (2) how these disciplines relate to the assumptions of 
the ordinalist theory of choice? The ordinalist theory is relevant 
because it is the one theory of choice with which our students are 
familiar since they are exposed to it in the elementary economics 
course and it serves as the theoretical foundation, at least im- 
plicitly, for most of our work in business schools. Thinking of the 
behavioral sciences in terms of the assumptions of the ordinalist 
theory facilitates their integration into our existing work. 

Those references*® with which I believe any doctoral candidate 
in marketing should be familiar are included, but these provide 
minimal rather than comprehensive coverage. In writing a dis- 
sertation some candidates might be expected to go beyond these in 
search of theory to meet his more specialized need. 

Some buying behavior is probably habitual, and habits (and 


2. Nicholas Georgescu-Roegen, ‘‘Choice Expectations and Measurability,’’ 
Quarterly Journal of Economics, LXVIII (1954), 503-34; Oskar Morgenstern, ‘‘De- 
mand Theory Reconsidered,’’ Jbid., LXII (1948), 165-201. 

3. Most of these references are cited and drawn upon in John A. Howard, 
Marketing: . Executive and Buyer Behavior, to be published by Columbia University 
Press. The study was done at the request of and financed by the Ford Foundation. 
The author wishes to express his gratitude to the Foundation for the opportunity to 
investigate the state of fundamental knowledge in marketing. 
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preferences) are learned.* The ordinalist theory assumes that 
preferences are stable, that the buyer is ‘‘fully learned.’’ The 
learning theorists, especially the Hullians, have concerned them- 
selves with attempting to identify the mechanisms by which habits 
are formed and extinguished.®> The exploitation of learning theory 
may be impeded because much of the empirical work has been with 
animals in simple choice situations which for some gives it a 
mechanistic flavor that causes them to find it uncogenial, if not 
offensive. The theory, however, is not limited to these uninvolved 
conditions; with some empirical support, extensions have been 
made through the concepts of generalization and cue-producing 
responses into the higher mental processes that characterize 
some buying behavior.° Human language is one type of cue- 
producing response and we would all grant the importance of 
language as a stimulus in the understanding of buyer behavior. In 
laboratory studies of simple choice situations movement is 
learned; in the more complex situations where the higher mental 
processes are required, meaning is learned. 

Before leaving conventional learning theory we can refer to 
another assumption of the ordinalist model of choice upon which 
the behavioral sciences throw some light. The model assumes 
that the buyer is a perfect choosing instrument, that he can dis- 
criminate among alternatives with ease and that there is no 
threshold of perception and action. When it is recognized that in 
marketing situations the assumption of constant ‘‘product’’ is 
often violated, too, we see that the demands upon the buyer to 
discriminate among alternative brands or suppliers are consider- 
able indeed. 

Statistical learning theory, largely under the stimulus of 
Professor Alfred Kuehn’s splendid work with the Bush-Mosteller 
model in analyzing brand choice, has captured considerable at- 
tention. The statistical learning theorist posits but does not 


4. There are reasons for beginning instead with personaltiy theory. One tell- 
ing argument is that it deals with a general theory that provides a broad frame- 
work within which the student can organize particular problems and their corre- 
sponding special theories. The large number of competing personality theories, 
particularly since they are often not sharply articulated, places a heavy burden on 
the student in his attempt to discriminate. See, Calvin S. Hall and Gardner Lind- 
zey, aioe of Personality. (New York: John Wiley and Sons, Incorporated, 
1957.). 

5. For a competent, succinct summary see Ernest R. Hilgard, Theories of 
Learning, (Second Edition; New York: Appleton-Century-Crofts, Incorporated, 
1956). It is an invaluable reference to the layman who is invading the psychology 
of learning for the first time in search of a fundamental understanding. 

6. John Dollard and Neal E. Miller, Personality and Psychotherapy, (New 
York: McGraw-Hill Book Company, Incorporated, 1950). 
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explicitly examine the underlying mechanisms of behavior change 
upon which many of the learning theorists focus their interest. 

In the learning of meaning that most of us believe character- 
izes much buying behavior, many find it helpful to turn to the 
Tolman-Lewin tradition of social or cognitive psychology.’ Here 
we find the concepts cf cognition and cognitive structures, es- 
pecially attitudes,? and extensive work on perception and on the 
influence of other people. These provide an entree to some of the 
more complex aspects of buyer behavior. Let us examine each of 
them. 

Cognition is the process by which we take our perceptions and 
make sense out of them, even though these perceptions be of such 
ambiguous stimuli as advertising messages and salesmen’s argu- 
ments. The product of this process, at any point in time, isa 
cognitive structure; it is analagous to the habit strength of learn- 
ing theory. Although the rationale is different for habit than for 
cognitive structure, the function is the same, namely, to provide a 
stable reasonably optimal pattern of behavior. 

‘« ,.. the process by which we take our perceptions and make 
sense out of them... .’’ implies thinking and calculating® anala- 
gous to that associated with our ordinalist model of choice, but 
our model assumes the buyer is perfectly informed. The cognitive 
theory casts doubt on this; it emphasizes the buyer’s limitations as 
an information processer, particularly with respect to his per- 
ceptual capacities. Festinger’ illustrates the emphasis upon 
perception by attempting to explain behavior in terms of resolu- 
tion of conflict or inconsistency between elements in the psycho- 
logical make-up of the individual. Even if correct information is 
available and it contradicts his current views (attitude), the buyer 
may follow courses other than the ‘‘rational’’ one of changing his 
view to coincide with the information; he may not ‘‘see’’ the infor- 
mation or he may seek out information that controverts it. In 


7. A good standard text, but one that is slightly out of date is David Krech and 
Richard S. Crutchfield, Theory and Problems of Social Psychology, (New York: 
McGraw-Hill Book Company, Incorporated, 1948). 

8. M. Brewster Smith, Jerome S. Bruner and Robert W. White, Opinions and 
Personality, (New York: John Wiley and Sons, Incorporated, 1956). 

9. Jerome S. Bruner, Jacqueline J. Goodnow and George A. Austin, A Study of 
Thinking, (New York: John Wiley and Sons, 1956). 

10. Floyd H. Allport, Theories of Perception and the Concept of Structure, 
(New York: John Wiley and Sons, Incorporated, 1955). 

11. Leon Festinger, A Theory of Cognitive Dissonance, (Evanston, Illinois: 
Row, Peterson and Company, 1957). Research carried on since Festinger’s A 
Theory of Cognitive Dissonance first appeared has been summarized, but not yet 
published. 
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sum, he may be ‘‘irrational’’ in adapting to changes in his en- 
vironment. 

Earlier we said that social psychology provides, among other 
things, an entree into the problem of social influences upon buying 
behavior. It is convenient here to examine another assumption of 
the ordinalist model of choice, an assumption that is partially re- 
lated to social influence. Although not necessarily required in the 
model, it is often assumed that the aggregation of the values of 
individual behavior functions is a simple matter of addition when 
in fact a much more complicated operation may be called for. 
This statistical necessity is the familiar problem of aggregation 
in economics and aggregation theory is replete with examples of 
how restrictive aggregation by summation actually is. It requires 
either that all people are similar in their responses or that the 
distribution of responses remains unchanged. The behavioral sci- 
ences emphasize and document the lack of similarity.’° 

In addition, the aggregation assumption requires that buyers 
behave independently of each other; social influence deals with the 
extent of the lack of this independence. The theory of social 
structure /% provides a framework for the problem of social in- 
fluence and one of its central concepts is role which is the con- 
necting link between social structure and individual behavior. Re- 
lated concepts are interaction and norms. Role is an intuitively 
appealing concept, but it has not spawned fruitful empirical re- 
search except on large, formal organizations. ** 

Katz and Lazarsfeld’s pioneering study of personal influence,’ 
with which most of us are familiar, illustrates some of the limi- 
tations in using the role concept. First, the study investigates 
only the ‘‘technical’’ or ‘‘factual’’ information about alternative 
products and brands that is received by the buyer from another 
person. Nothing is revealed about the buyer obtaining goal infor- 
mation and uncertainty-reducing moral support. These two 


5 


12. Anne Anastasi and John P. Foley, Jr., Differential Psychology, Individual 
and Group Differences in Behavior, (New York: Macmillan Company, 1949). 

13. Robert K. Merton, Social Theory and Social Structure, (Revised Edition; 
Glencoe, Illinois: The Free Press, 1957), especially Chapter IX. 

14. For a discussion of small group research, the topic under which interaction 
research usually appears, see Robert F. Bales, ‘‘Small Group Theory and Re- 
search,’’ in Robert K. Merton et. al., Sociology Today, (New York: Basic Books, 
Incorporated, 1959). 

15. Elihu Katz and Paul Lazarsfeld, Personal Influence, (Glencoe, Illinois: 
The Free Press, 1955). Also, Part I is a good example of the process of formulat- 
ing testable hypotheses from existing bodies of knowledge. This process is diffi- 
cult to describe to the doctoral candidate in general terms and in a new field like 
marketing, such examples are not easily found. 
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functions of role may often be more significant than that of provid- 
ing factual information. Second, even if the influencer-influencee 
pair is accepted as a satisfactory empirical counterpart of the 
concept of role, these dyads in the study are not related to social 
structure. The pairs do not fit together to form a system of 
groups. This tendency to ignore the larger social structure leads 
to such anomalies as the failure to differentiate between whether a 
‘“‘leader’’ has one or a hundred followers and also to the tendency 
to view the flow of influence as in some sense measurable through 
the mere incidence of the leaders rather than recognizing that the 
problem is so complex that more sophisticated measures will be 
necessary. Yet, role is the central concept of the most fully 
articulated theory that deals with social influence; we are left with 
no choice but to use it. 

Another body of research that is in part related to the role 
concept is work done by the late Professor Hovland and his col- 
leagues at Yale.4® Like the Katz and Lazarsfeld study it has been 
carried out in the orientation of communications research but in a 
laboratory setting rather than using the field survey, and it bears 
more heavily upon the general problem of attitude change. 

When we turn to the problem of the large complex organization, 
that is the environment of the distributive, industrial and institu- 
tional buyer, we find that marked progress has been made in re- 
cent years. The fruits of this progress are usually labelled or- 
ganization theory. 

Going beyond the social structure into larger social 
aggregations that do not necessarily involve face-to-face rela- 
tions, social class’® has come to be accepted as an influence on 
buyer behavior. Also, the omnibus social variable, culture,’ is 
highly suggestive, but most of us have difficulty in using it except 
in an intuitive way. 

Finally, we have said nothing about the behavioral sciences and 


16. C. I. Hovland et. al., Communication and Persuasion, (New Haven: Yale 
University Press, 1953); C. I. Hovland et. al., The Order of Presentation in Per- 
suasion, (Yale University Press, 1957); C. I. Hovland et al., Personality and Per- 
suasability, (New Haven: Yale University Press, 1959). 

17. James G. March and Herbert A. Simon, Organizations, (New York: John 
Wiley and Sons, Incorporated, 1958); Mason Haire (ed.), Modern Organization The- 
ory, (New York: John Wiley and Sons, Incorporated, 1959). 

18. Joseph A. Kahl, The American Class Structure, (New York: Rinehart, 
1957); Leonard Reissman, Class in American Society, (Glencoe, Illinois: The Free 
Press, 1959). 

19. Clyde Kluckholn, ‘‘Culture and Behavior,’’ Handbook of Social Psychology 
(ed.), Gardner Lindzey, (Reading, Massachusetts: Addison-Wesley Publishing 
Company, Incorporated, 1954), II, 921-976. 
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executive behavior. Organization theory is a means by which many 
of the behavioral science concepts have been brought to bear upon 
the organization problem in a more systematic way. One of the 
weaknesses of modern organization theory, however, is the lack of 
an adequate theory of individual choice, and particularly one that 
can deal with the highly innovative kind of decision that we as- 
sociate with the imaginative executive. It is not surprising that 
Professor Herbert A. Simon who has contributed so much to or- 
ganization theory should have turned his attention in recent years 
to the attempt to find a more satisfactory explanation of the func- 
tioning of these higher mental processes.?° 

In conclusion, the limited time precludes saying anything 
about the urgent problem of how this inadequately organized ma- 
terial from the behavioral sciences might best be taught at the 
doctoral level. 


20. See ‘‘Heuristic Problem Solving’’ in Herbert A. Simon, The New Science of 
Management Decision, (New York: Harper and Brothers, 1960), pp 21-34. This 
reading provides an easy transition into the more technical descriptions of the the- 
ory cited there p. 21. 

21. See Howard, op. cit. 


42. THE PLACE OF MATHEMATICS 
IN THE DOCTORAL 
PROGRAM 


Frank M, Bass* 


This paper makes recommendations for training in mathe- 
matics of doctoral candidates specializing in marketing. 
The recommendations embrace mathematics prerequisites 
for entrance into the doctoral program as well as require- 
ments in the program itself. Recommendations are also 
made concerning the use of mathematics in marketing 
courses. Specific areas of mathematics which are likely to 
be most useful in marketing are outlined and discussed. 


FUNDAMENTAL PREMISES 


N considering the place of mathematics in the doctoral program 

in marketing, it may be appropriate to begin with certain prem- 

ises which are fundamental to the discussion which follows. These 
premises are: 


1. Formal models are going to be found with increasing 
frequency in marketing literature and in marketing 
practice. 


The nature of research in marketing in the future will 
require much greater mathematical sophistication than 
most doctoral candidates or, indeed, most of their 
teachers now possess. 


Although it would not be difficult to give supporting evidence for 


these premises, it will not be attempted here. Rather, it is upon 
the implications of these premises that this paper will focus. 


*Frank M. Bass, Professor of Industrial Management, Purdue University. 
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Present Requirements 


Granted these basic assumptions, it is perfectly obvious that in 
order for future Ph.D’s in marketing to be competent, they will 
need to know much more about mathematics than they are cur- 
rently required to know. At the present time most schools do not 
even require statistics, much less mathematics. 


Demands of Other Disciplines 


As evidenced by the other papers on this program, perhaps one 
additional premise is relevant: Increasing demands are going to 
be made by non-marketing subjects for a place in the doctoral 
program in business. Perhaps the following quotation will further 
serve to illustrate this point: 


‘*Faculty members in departments and schools of busi- 
ness administration are part of an evolution that threatens 
momentarily to become a revolution. One who has been 
away for any appreciable length of time and has recently 
returned to his office in the schools of business must be 
wondering, at least secretly, if the pace of developments 
is not rendering him obsolete. It might well be asked 
what is expected of the present-day faculty in a school of 
business. 


‘*It is not easy to describe today’s business school faculty 
member. To teach and do research in a modern school of 
business, the faculty member, it would seem, must have 
taken integral and differential calculus, have worked with 
modern algebra, know something of set theory and sym- 
bolic logic, be familiar with matrix algebra, and know 
something of computer programming and applications in 
the field of operations research. He must also have done 
a great deal of work in the field of social psychology, for 
he must know not only about the behavior of individuals, 
but must study them as members of groups and know 
about the motivation of groups. He will need to have 
mastered the rudiments of sociology and have morethan a 
passing acquaintance with the jargon and insights of cul- 
tural anthropology. And he must not acquire these things 
at the expense of a sound grounding in economics for that 
is fundamental. We take it for granted that he will not 
only be acquainted with but expert in the tool fields of 


THE PLACE OF MATHEMATICS 367 


accounting and statistics. And then he must master at 
least one—and preferably most—of the functional fields of 
business: marketing, finance, and production.’ 


TIME ALLOCATION 


The real problem, then, is going to be to make the most ef- 
ficient use of the limited time which is going to be available for 
mathematics in the doctoral program. This will involve require- 
ments for entrance into the doctoral program aswell as the course 
structure and content of the program itself. 


Prerequisites 


The most inefficient and least effective thing which could be 
done is to fail to require any mathematics for entrance into the 
doctoral program and then attempt in some manner to require the 
students to learn something about such subjects as calculus and 
probability theory during the doctoral program. This would of 
necessity preclude the use of mathematics in any effective way in 
the course work in marketing. 


Mathematics in Marketing 


Regarding mathematics in business school curricula, there is a 
view which, it seems to me, is all too prevalent that business is 
business and mathematics is mathematics and never the twain 
shall meet. It is true, of course, that many business schools have 
made plans to include some form of mathematics or quantitative 
methods in the curriculum, but frequently this has been done with 
the idea that the students should learn these mysterious skills in a 
separate course and that the functional courses should remain in 
their pristine purity unblemished and unchanged. If mathematics 
has any value at all in business, this value lies in its usefulness in 
solving business problems. It therefore follows that teachers of 
functional courses should make use of mathematics whenever it is 
efficient to do so. This is nowhere more true than at the doctoral 
level. 

There are two good reasons for requiring both calculus and 
probability theory for entrance into the doctoral program. 


1. Maurice W. Lee, ‘‘It’s Good to Be in a Business School,’’ Business Hori- 
zons, Indiana University, Vol. 3, No. 2, Summer 1960, p. 4. 
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1. If the students know only a little mathematics, such as 
introductory calculus and probability theory, certain 
concepts can easily be reduced to a formal, but 
simple, mathematical model which the students without 
knowledge of mathematics could understand only with 
some difficulty, if at all, if restricted to verbal analy- 
sis. In those cases where the concept canbe explained 
verbally the time required is ordinarily much greater 
and the level of understanding much less than when 
mathematical analysis can be employed. 


Failure to require some knowledge of calculus and 
probability theory for entrance into the doctoral pro- 
gram makes it virtually impossible for doctoral can- 
didates to learn anything about modern research 
methodology and to develop skills in applying this 
methodology to problems in marketing. Thus doctoral 
and post-doctoral research is restricted to ‘‘nose 
counting,’’ description, and history, each of which 
require only the most pedestrian knowledge of re- 
search methodology and the results of which are sel- 
dom fruitful in throwing light on the many unsolved 
marketing problems. 


MINIMUM REQUIREMENTS 


It would appear to me that the best way to proceed in estab- 
lishing mathematical prerequisites is to require at least two 
semesters of calculus for entrance into the M.B.A. program and to 
offer a required course in quantitative methods in the master’s 
program which includes basic probability theory. Part of the 
present dilemma stems from the fact that most doctoral candi- 
dates in marketing are graduates of M.B.A. programs, where the 
objective is to train people for executive responsibility rather 
than for scholarly research and discovery. It can also be argued, 
however, that future executives will need to know at least enough 
about research methodology in order to be able to communicate 
effectively with research personnel. A calculus entrance require- 
ment and a quantitative methods course in the M.B.A. program 
are therefore not inconsistent with the fact that the M.B.A. degree 
is terminal for those going into business. 

Having disposed of calculus and probability theory, I hope, I 
now wish to make proposals concerning mathematics training in 
the doctoral program itself. It has already been noted that time 
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restrictions will be serious. Two semesters at the doctoral level 
of mathematics in which the subject matter selected is carefully 
controlled would seem to me to be a realistic requirement. Al- 
though a two-semester requirement will not be sufficient to devel- 
op all the skill that will be needed, it should suffice to permit the 
students at least to read the literature and to work independently 
to develop enough skill in selected areas to pursue their research 
objectives. The adequacy of this requirement will depend in large 
measure upon the extent to which mathematics is used in functional 
courses and upon the content of the mathematics course. Since 
this content is crucial, I would argue that special courses should 
be established rather than choosing among existing mathematics 
courses which typically are highly specialized. 


MATHEMATICS FOR MARKETING 


It also seems realistic to assume that a special two-semester 
course cannot be designed for each functional subject area. Those 
teaching functional subject areas other than marketing will have 
ideas of their own about the content of this special course. We 
must therefore be prepared to specify mathematical content which 
is likely to be most valuable in marketing. Although there is some 
uncertainty about this, I now wish to make some guesses about the 
type of mathematical training which is likely to be most useful in 
marketing. The mathematical tools employed depend in large 
measure upon the type of problem involved. I intend to support 
my guesses by outlining and discussing certain important and 
illustrative marketing problems. 


Decision Theory Models 


By far the most frequent and most important class of marketing 
decisions involves possible outcomes of the decisions which can 
be realistically treated only in terms of probability functions. 
Decision problems in which the outcome is uncertain lend them- 
selves to formal analysis. Recent work in mathematics in an area 
known as Statistical Decision Theory has direct application in 
formal analysis of marketing decisions. Formal analysis of de- 
cisions under uncertainty has the important advantage of requiring 
clear statements about risk preferences and about the nature and 
strength of belief in the possible outcomes of decisions. Once 
these are available, the theory provides a formal mechanism for 
arriving at decisions which are consistent with the expressly 
stated beliefs and preferences, 
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The study of marketing, whether by case method or otherwise, 
is largely concerned with choice among alternatives. Statistical 
Decision Theory is one area of mathematics which integrates very 
well with the problem of choice in a marketing framework. It 
would therefore appear important for doctoral candidates in mar- 
keting to learn something about Statistical Decision Theory both as 
a basis for classroom discussion of marketing problems involving 
choice among alternatives and as a research tool which is useful 
in dealing with such questions as: a) whether or not to conduct a 
research investigation in a given set of circumstances, b) the 
value or worth of the potential research, c) what action to choose 
given a certain outcome of the research, and d) the ‘‘norm”’ 
against which to compare observed decision choices in research 
concerning actual decision behavior. 


Predictive Models 


The probability assignments which a decision maker will assign 
to possible outcomes of a marketing decision depend crucially on 
his views regarding consumer reaction to certain stimuli. Thus 
formal models of consumer behavior, either micro or macro, may 
be of great value. A few such models have already been developed 
and more will undoubtedly follow. A general characteristic of 
these models is that they are probabilistic. Thus probability 
theory is again shown to be important. It is also important as a 
basis for sampling and experimental design, both of which are 
very important in obtaining empirical estimates of parameters in 
either formal or informal models. 


Allocation Models 


One important class of marketing problems is concerned with 
the question of how much to put where, and when to put it there. In 
those cases in which the ‘‘when’’ is important, dynamic program- 
ming may very well be the mathematical method which is useful in 
the analysis. Otherwise the analytical technique probably will 
involve either linear programming or calculus. 


Computer Simulation 


It will be important for doctoral candidates in marketing to 
know something about computer programming both as a basis for 
research in which just plain numerical calculation is involved and 
when the computer is used to simulate ‘‘observed’’ managerial 
behavior. Similarly, it is important in gaming. 
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SUMMARY AND CONCLUSIONS 


In summary, I have assumed that as a result of the pressure of 
events, mathematics is going to come into the doctoral program in 
one way or another. I have argued that we can make the most 
efficient use of the students’ time if we: a) require certain mathe- 
matics prerequisites for entrance into the doctoral program, 
b) use mathematics in our marketing courses, and c) are highly 
selective in the choice of subject matter included in the mathemat- 
ics courses we require of doctoral candidates. 

In addition to calculus and basic probability theory, the mathe- 
matics subjects which I believe are likely to be most important in 
marketing are: probability and statistics, decision theory, and 
computer programming. Given limited time, our cause will be 
best served if these subjects are taught in a single course in which 
the instructor can fill in the missing gaps in such areas as linear 
algebra and advanced calculus whenever this is basic to under- 
standing the central subjects. In short, it is desirable to know how 
to build a watch, but, failing that, it is better to know what time it 
is than how to build a main spring. 
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43. A REAPPRAISAL OF THE 
DISSERTATION IN THE 
DOCTORAL PROGRAM 


Wilson Nolen* 


HE subject of ‘‘the dissertation’’ at the Winter Meeting of the 

American Marketing Association is like the subject of ‘‘feath- 
erbedding’’ at a meeting of the American Association of Railroads. 
That is, it would probably be better to leave the topic to be dis- 
cussed in those late evening sessions held in hotel rooms. I 
note, however, there is no discussion scheduled as part of this 
session; hence, I feel that I can safely reopen a sore subject. 

With malice aforethought I wish to discuss the question of 
whether the changes taking place in the field of marketing require 
a critical reappraisal of the role of the dissertation in doctoral 
training for marketing. 

Before attacking my subject I wish to digress, not once but 
twice, in order to soothe the sensibilities of this audience. 

First, I wish to state that I am naively aware that there are 
differences in the doctoral programs of various institutions here 
represented. These differences manifest themselves in thesis 
requirements of the various programs. Perhaps the differences 
might go so far that a given topic in conjunction with a particular 
research method would be acceptable as a thesis proposal at one 
institution and unacceptable at another, in the extreme case. The 
accreditation by the AACSB does not conceal the vocal inflection 
that one old friend of mine uses to put quotation marks around my 
doctorate. The important thing to note, however, is that the dif- 
ferences are not concerned with what a doctorate represents in 
terms of what the owner does know. The differences relate to what 
the owner presumably does not know. Knowledge and skill are 
good. They are something of which you cannot have too much. 
However, if knowledge and skill of one type has to be obtained at 
the expense of another type of knowledge and skill—if there must 
be a trade off, then we are in difficulty. The differences in doc- 
toral programs reflect differences in trade offs. The problem of 


*Wilson Nolen, Professor of Business Administration, Harvard University. 
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trade offs is particularly acute in the area of marketing where 
our loyalty to the phenomena is such that such a broad range of 
knowledge and skill is applicable. 

I wish to state categorically that I, for one, am in favor of 
having everyone know everything if he desires to be a member of 
our profession. Clearly, our doctorate should be all things to all 
men. Now that I have stated my viewpoint, you know where my 
heart is. However, ideals notwithstanding, my topic requires me 
to speak of trade offs. Before doing so let me pass on to that 
promised second digression. 

This second digression relates to what I shall call, with apolo- 
gies to Professor Parkinson, the ‘‘Konrad Adenauer Syndrome.’’ 
The Adenauer Syndrome has not been subjected to thorough clini- 
cal study in the academic environment, but it may be familiar to 
you in the management context. If you ask an executive about 
the qualifications of his successor, you might become involved in 
the following series of questions and answers: 


Q: How old should your successor be when he takes over your 
present position? 


A: Well, I was 39 when I received this promotion. I guess he 
should be about the same age, except perhaps a little older. 
Maybe 45. 


Q: What types of experience should your successor have? 


A: My experience consisted of ... [he talks at length]. The 
person who succeeds me should have the same experience, 
only more of it. 


Q: What kind of educational background should your successor 
have? I realize that your company is in a highly technical 
field; hence I presume you would want him to have an en- 
gineering degree. 


A: By no means! I did my undergraduate work in classics. It 
is the best possible training. If I could find a young man 
who had studied Latin or Greek, I would regard that as an 
ideal qualification. Of course, I only took a B. A,; but I 
would hope that he would have at least a master’s degree. 


The basic clinical symptoms of the affliction here described are 
these: 


1) the use of the incumbent’s personal background as a 
reference to judge the successor, and 
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2) a belief that each step for the successor should be a 
little harder and take a little longer. 


I introduced the digression of Adenauer’s Syndrome for the 
sole purpose of indicating that I am not about to advocate that the 
dissertation or its equivalent be made to require either greater 
time or greater effort. I would further note that there have been 
substantial changes in the knowledge deemed to be applicable to 
the field of marketing. The temptation to ask of our successors 
that they satisfy all the requirements that we satisfied, ‘‘only 
more so,’’ and acquire all of the new skills as well is hard to 
resist. 

Now let us return to the main theme, a criticism of the dis- 
sertation as the terminal phase of doctoral training. My purpose 
is simple. I wish to question whether the functional ends served 
by the typical dissertation is an adequate preparation for the 40 
year career which will follow it. I would like to suggest that we 
might trade off some of the traditional values of the dissertation 
for new values. 

Our society has two types of doctorates, the professional 
degree, such as the Doctor of Medicine, and the academic degree, 
of which the Ph. D. is typical. The academic degree certifies that 
its holder has already manifested scholarly achievement. The 
professional degree indicates that the holder is competent to do 
something in the future. Admittedly this distinction is nota 
clear one, inasmuch as a Ph. D. is actually considered a license 
to teach and an M.D. is not qualification for practice until the 
holder is certified by various boards of examiners. Nonetheless, 
the dissertation requirement, at least, is traditionally a stipulation 
that a scholarly achievement is necessary for membership in the 
community of scholars. 

I wish to argue that under the conditions prevailing in our 
particular field the stress on scholarly achievement in the dis- 
sertation might better be decreased in favor of an improvement in 
professional competence to do research in the future. 

The academic degree has a long tradition stemming from 
monastic roots. Those of you who will receive your withholding 
tax statements next week may not feel that we have moved very 
far from monasticism. 

What are the traditional requirements which a dissertation 
must satisfy? 


1) it must represent independent scholarly research, 
2) it must be a contribution to knowledge, 
3) it must be published. 
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There is a fourth unstated, but well understood, requirement that 
the execution of the dissertation require exceptional fortitude and 
perseverence, 

What is happening to these requirements. I am sure that the 
unstated one is in effect. 

The publication requirement has been replaced by some ar- 
rangement with a librarian. 

As to the contribution to knowledge requirement, I do not know 
what to say. I confess, however, that upon reviewing the ‘‘busi- 
ness and commerce’’ section of the annual Index of American 
Doctoral Dissertations I am reminded of my alumni fund mailing 
under the slogan, ‘‘How much you contribute doesn’t matter. Just 
give.’’ 

Certainly the dissertations I have an opportunity to read 
represent independent research. I might offer the comment that 
often it appears that a broader knowledge of modern analytic 
tools might have made the research more meaningful; but then I 
must also note that I have seen instances when I suspected that an 
urge to display the repertoire of research tools had an equally 
undesirable effect. 

How could things be otherwise than they are? Why should we 
expect the dissertations to be any better than they are? Let us 
examine the circumstances under which the thesis is undertaken. 

First let us examine the prior training of the candidate. Does 
it qualify him to undertake a single rigorous research project, to 
say nothing of a career of scholarly research? 

The curriculum in which he has been trained was designed to 
train practitioners of business, not professors. This is certainly 
true of the undergraduate curriculum and, perhaps to a lesser ex- 
tent, true of the master’s curriculum. For most of his fellow 
students the B. A. or M. B. A. is a terminal degree. There is 
some research training content, but of a specialized nature tending 
to be oriented to the needs of practitioners. He has had some ex- 
posure to the theoretical foundation of marketing and related 
disciplines, but the dosage has been watered down because of the 
lack of scholarly interest on the part of his fellow students. 

The objective of business administration training is to produce 
businessmen, not teachers of businessmen. One could readily in- 
fer that other faculties of our universities can and do take a dif- 
ferent viewpoint on this issue. The logical end product of the 
English Department’s curriculum is a professor of English, not a 
writer 

After the candidate has received his master’s degree he moves 
on to more course work. What does that curriculum consist of? 
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Usually some of his time is devoted to attainment of a high level 
of proficiency in business subjects outside of his specialty of 
marketing. He will probably allocate time to work on the theory 
of marketing and to economics. Finally, he will spend some time 
on disciplinary training in research methodology. 

The matter which I really wish to call your attention to is the 
small amount of time that the typical candidate can devote to 
training in research methodology. But let us note that research 
methodology is not a discipline in its own right. It is a derivation 
from other disciplines. In order to master the research tech- 
niques he must understand the behavioral and quantitative sci- 
ences, the disciplines which he has such great opportunities to 
apply in future research. 

After completing his course work our candidate moves on to 
his dissertation. What is he confronted with here? He must find a 
topic that he can 1) afford, 2) complete in a reasonable amount of 
time, and 3) one within his research capacities. Needless to say, 
the expense of research looms large in his mind; hence, the 
temptation to accept grants to do what is within the ordinary 
competence of a market research firm is a strong one. 

There seem to me to be inescapable conclusions about this 
process: 


1) a large proportion of the dissertations completed in 
the marketing field represent, at best, trivial contribu- 
tions to the advancement of the field of knowledge, 


2) the candidates derive some benefit from the experi- 
ence; but this benefit is scarcely as valuable as a similar 
amount of time devoted to rigorous training in research. 


The doctorates we confer are allegedly accolades for academic 
achievement. It is only among us, the members of the marketing 
community, that the achievement has meaning. The members of 
the marketing community are certainly less critical of the quality 
of doctoral dissertations in our field than other people we run 
into at the Faculty Club. But we should be more critical of our- 
selves. If our doctorates do not enjoy the respect we hope for, I 
think we might readily suspect that the prevailing quality of the 
dissertations in the focus of criticism. 

The quality of the dissertations in our fieldis only symptomatic 
of conditions in our chosen field. The dissertations are surface 
manifestations of two enduring weaknesses. In the first place 
men who are ill-trained to do research must forego the opportunity 
to make significant contributions to the knowledge of our field. 
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Secondly, the precious training period is expended in premature 
efforts directed toward current achievement instead of preparing 
for a lifetime of creative scholarship. 

The conditions we face in doctoral training are trying at best. 
Consider them! 


1) Our candidates usually commit themselves to an 
academic career late in the educational life cycle. And 
to make this circumstance worse, the curriculum does 
not permit the same orderly continuity from basic course 
through to scholarliness because of the bias toward the 
practitioner. 


2) There is so much to be learned in our field. Our 
loyalty is to complex real world phenomena. So many 
disciplines are applicable to this segment of reality. 
Each discipline seems to have a linear sequence of 
learning which renders compression of training into the 
short period of pre-doctoral course work extremely dif- 
ficult. 


3) Research, even on a doctoral level, is exceedingly ex- 
pensive. Neither the library nor the laboratory are 
adequate sources of data. Moreover, we do not enjoy the 
beneficence that Sputnik bestowed on so many other 
fields. 


Under these circumstances we might well consider a basic re- 
vision in doctoral training. It would seem that there are two di- 
rections in which we could move. 

On the one hand we might cling to the academic achievement 
standard which characterizes the traditional Ph. D. In this event 
there would be no change in the specifications of the dissertation; 
however, in order to develop true scholars, who might make 
significant contributions to the field of marketing, we should do 
one of two things, namely: 1) either we should lengthen the pre- 
dissertation training to provide sound research training (and con- 
sequently lengthen the entire training period); 2) or we should re- 
quire candidates to concentrate their pre-dissertation training on 
a narrow area to acquire true research competence ina small 
area, 

On the other hand, we could turn our back on the traditions of 
the academic doctorate and, in so doing, alter radically the role 
that the dissertation plays in our training. 

I will not now discuss the virtues of either lengthening the 
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doctoral program or shifting to stilletto narrowness inasmuch as I 
am inclined to favor the abandonment of some of the traditions 
surrounding the dissertation. 

What I would propose in contrast to the traditional dissertation 
is the establishment of professional research competence through 
an increased emphasis on formal training in the disciplinary 
foundation of research and through collaborative, not independent, 
research projects on significant subjects under the supervision 
and guidance of competent scholars. This necessarily implies 
apprenticed research. Of the results the candidate could never 
say ‘‘this is mine and mine alone.’’ Let him present his inde- 
pendent achievements later; he has 40 useful years left. But let 
him learn, during those short training years, the skills of investi- 
gation under firm and responsible guidance. Let him work with 
men whose skills will lead him to important subject matter and 
whose sponsorship can make it economically possible to do 
thorough, scholarly research. 

Thank you for your courtesy of listening to my outrageous 
proposal. Having known about Joshua before the walls of Jericho, 
I simply could not resist noisemaking. 
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MARKETING EDUCATION— 
THE CHALLENGE OF OPPORTUNITY 
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Chapters, Local Chapter, and 


National Headquarters 
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44a. THE STUDENT OFFICER’S 
VIEWPOINT 


Raymond Cech* 


T is my pleasure to be here this evening and to be given the 

opportunity to air my viewpoints on how to attain the impos- 
sible—‘‘Achieving the Ideal Relationship Between Collegiate Chap- 
ter, Local Chapter and National Headquarters’’. 

But, before attempting any solution to the problem let us first 
look at the situation to see if a problem actually exists. 

Our proposition asks us to achieve an ideal relationship—why ? 
Why must we try to achieve a closer relationship between col- 
legiate and local A. M. A. chapters? Or, on the other hand, does a 
relationship already exist? 

Let me attempt to answer the last question first, that is, does 
a relationship already exist? At Pace College our dealings with 
the A. M. A. were limited to wearing a pin identifying us as mem- 
bers of the Collegiate Chapter. Also, we were given an ID card 
signed by the chapter president. 

This was basically the extent of our relationship with the local 
and national chapters of the A. M. A. When I became president of 
our Collegiate Chapter I realized that more identification with the 
A. M. A. was needed. I thought a good starting point might be a 
Collegiate Chapter banner. This banner on display at Pace College 
would most certainly give us identification and a sense of pride in 
that we were a chapter of the A. M. A. Well, I want to speak to 
one of the prominent members of our local chapter in New York to 
see if they might help cement our relationship by donating such a 
banner. Unfortunately, they did not have the funds, and our own 
money at the time was working on another project. 

Probably the closest we have ever come in relating ourselves 
directly with the A. M. A. was last year when, through our own 
determination, we were able to send two men to the annual con- 
ference in St. Louis. 

In summation then to one part of our question, ‘‘does an ideal 
relationship exist already?’’ we must, for all intensive purposes, 


*Raymond Cech, Pace College 
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offer a negative answer for a pin, card, and one trip to St. Louis, 
Missouri have hardly helped in forming an ideal relationship be- 
tween our College Chapter and the local and national chapters of 
the A. M. A. As a matter of fact, I would go so far as to say there 
is no relationship. 

Now, what about the second half of our question—is there a 
need for a closer relationship between collegiate, local, and na- 
tional chapters? My answer to this is a great big ‘‘yes’’. 

There should be a close, well-knit, communicative relationship 
between the collegiate and local chapters. 

When I was a member of the Pace College Marketing Club I 
felt we were a separate entity functioning completely on our own 
merits and abilities. We did not have any active support from 
either our local chapter or from the national headquarters. Very 
often our faculty advisor was not even a member of the A. M. A. 
In other words, I felt we had no place to turn to for that extra 
ounce of inspiration or for that added help and guidance we could 
have used when working on a special project. There was no com- 
munication when there should have been. No liaison existed be- 
tween collegiate chapter and local headquarters. Therefore, no aid 
was obtained; there was no identification with the local chapter 
and likewise a lack of inspiration. 

We see that presently there is practically no relationship 
between college, local, and national headquarters although we note 
that there is a need for it. 

Possible recommendations for achieving a closer relationship 
between the collegiate and local chapters of the A. M. A.: 


1 (a). Faculty advisors, if at all possible, be members of 
the A. M. A. 

(b). A liaison committee of collegiate chapter members 
be set up to work hand-in-hand with their faculty advisor 
and local chapter. 


2 (a). At least two or three members of the local A. M. 
A. chapter become active members in a collegiate chap- 
ter, acting as supervisors and keeping members fully 
informed as to local chapter activities. 

(b). There should exist a situation wherein these super- 
visors would advise their collegiate chapter on special 
projects. Projects might be suggested by supervisors 
that would be beneficial to both local and collegiate chap- 
ters. The liaison committee (1 (b) work closely with the 
supervisors, 
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3. An alumni association be formed by the collegiate 
chapter and directed by an A. M. A. member. From this 
alumni association members may then be recommended 
to the local and national A. M. A. chapters. 
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44b. THE STUDENT OFFICER’S 
VIEW POINT 


Leonard Rosenbaum* 


HIS afternoon, I’d like to show you what is being done by na- 

tional and local headquarters of the American Marketing As- 
sociation to stimulate interest in the field of marketing among 
members of collegiate chapters, and offer additional suggestions 
as to how an ideal relationship might be achieved among all three 
that would make for more effective promotion of the marketing 
profession. 

The national headquarters has little meaning for the student 
joining the collegiate chapter at his college or university. The 
student pays his dues and receives a membership card from the 
national headquarters. Each student is aware that national exists, 
that his local chapter was shaped from a charter granted by na- 
tional headquarters. Aside from seeing copies of the national bul- 
letin through the moderator or faculty adviser, and subscribing (in 
some few instances) to the Journal of Marketing, this is where the 
relationship seems to end. 

The student who enters college, uncertain as to an area of 
specialization, never has any contact with the national head- 
quarters of A. M. A. 

Yet, virtually every profession has an association, an institute, 
or a group that tries to promote its own interests through sporadic 
or continuing campaigns to capture the interest and attention of 
present and prospective members in their respective fields as 
well as young people who are weighing different career opportun- 
ities. Our concern today is for this last group—the young college 
and university students who are contemplating future positions and 
planning college curricula to meet the professional needs of their 
chosen careers. 

The American Institute of Accountants virtually ‘‘floods’’ col- 
lege people with promotional material on behalf of the accounting 
profession. 

The Society for the Advancement of Management (SAM) has 


*Leonard Rosenbaum, Fordham University 
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available for collegiate distribution, career pamphlets, booklets, 
movies, and a host of people for speaking engagements. All 
designed to sell prospective management students. 

The Advertising Federation of America and the Four A’s 
(American Association of Advertising Agencies) print material on 
the advertising industry; the New York Life Insurance Co. makes 
available, on request, a series of career pamphlets on a wide 
range of job possibilities including retailing, selling, public rela- 
tions, traffic management and advertising, to name but a few of 
those within the marketing area. 

The National Association of Manufacturers and the National 
Sales Executives have broadened their appeal through ‘‘Your 
Marketing Career in Industry’’ and ‘‘Careers in Marketing Man- 
agement,’’ which have the merits of emphasizing the educational 
and personal requisites needed for marketing as a career. All 
these segments of marketing information are necessary and most 
welcome. However, the whole job, that of selling the field of mar- 
keting in its many facets, and its contribution to the total economy, 
certainly needs coverage. 

The presentation of marketing should be done by marketing 
people not by sales associations, retailers or advertising special- 
ists. The task of information on and promotion of the broad areas 
of marketing as a profession should be done by the association 
which represents marketing interests, ‘‘The American Marketing 
Association.’’ 

The great need for promotional literature became apparent to 
me when I was President of the Fordham Collegiate Chapter. Asa 
graduating senior, I saw many of my less fortunate fellow grad- 
uates who were very unhappy because they had chosen the wrong 
area of specialization and could not prepare properly for inter- 
esting and economically sound vocations. 

As President of the Fordham Chapter, I decided to start a 
crusade to help freshmen choose their fields of specialization 
properly. In talking to the freshmen at Fordham, I discovered a 
complete lack of understanding and enthusiasm for marketing. I 
decided to tell them something about marketing. I organized a 
program featuring a film (borrowed from A, F. A.) and pamphlets 
on the various segments of marketing and even offered them the 
inducement of coffee and doughnuts. The material was woefully 
inadequate! These pamphlets gave the impression that marketing 
was selling, retailing, traffic management, and so on. Each seg- 
ment, separate from the other, with no interrelation among them. 

There was little or nothing available on the fields of product 
planning, marketing research, marketing management, the 
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marketing concept or similar areas, that are considered the 
‘‘heart’’ of modern marketing. 

National headquarters of the A. M. A. could offer meaningful 
and helpful material for the young student who needs information 
to help decide on a future vocation at the senior high school or 
freshman collegiate level. I’d like to see the A. M. A. offer 
career information on marketing in all its broad aspects. 

Further, I’d like to propose that the A. M. A. set up an in- 
formation clearing house, similar to that of the A. F. A.’s Bureau 
of Education and Research, to provide accurate and authentic in- 
formation about marketing and its total operation. A. M. A. should 
establish and operate a central bureau where guidance and coun- 
selling people can get the needed information to sell marketing as 
a vocation, a career, and yes—even a profession. 

The local chapters, which could be closest to potential mar- 
keters from colleges and universities, also are frequently found 
wanting. To help promote understanding and interest in marketing, 
I think that local chapters throughout the country could and should 
play a more active role in informing potential marketers. For 
example, the New York Chapter could sponsor a meeting to which 
all college freshmen in the metropolitan area might be invited to 
hear speakers, and talk with people actively engaged in marketing. 
Literature provided by the national office of the A. M. A. could be 
distributed at these orientation meetings. Since these freshmen 
are young and very impressionable, an ‘‘all-out’’? promotion should 
be carried out, because these people will have to make a choice of 
field of specialization at the end of their first year at college. 

If we can promote and sell goods and services to the consumer, 
why can’t we do just as good a job in promoting marketing to the 
college student? If each of the local chapters held one meeting a 
year, at the beginning of each year, devoted to marketing career 
information, I think this would be a step in the right direction. 

I believe that some of the meetings of the local chapters should 
be open to collegiate chapter members. They don’t have to attend 
the luncheon, but might be invited to hear the guest speakers. If 
they could get to know the officers and marketing practitioners at 
the meetings, and if they were offered the opportunity to listen to 
the speakers, I’m sure greater interest would be shown by the 
students in their participation in collegiate A. M. A. affairs. 

An alternative plan might be to have one student from each 
collegiate chapter attend every local A. M. A. meeting. This stu- 
dent would then be expected to render a full report to his collegi- 
ate chapter on the highlights of the local chapter meeting which he 
attended. 
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On the plus side of local chapter cooperation, I’d like to cover 
briefly the New York Chapter’s Annual Student Marketing Con- 
ference and Gold Medal Award Program. 

These links between the metropolitan area collegiate chapters 
and the New York Chapter have been of great value and impor- 
tance. 

On April 19, 1961, the New York Chapter and the Fordham Col- 
legiate Chapter presented the Eleventh Annual Student Marketing 
Conference, held on the campus of Fordham University. It was my 
privilege to be Student Chairman of this conference, and it was a 
most gratifying experience. 

The success of this conference can be attributed to the finan- 
cial and moral support of the New York Chapter. Its president 
delivered one of the key talks of the day. Student and faculty 
representatives from more than twenty-five colleges and univer- 
sities filed glowing reports about the exciting speeches, presented 
by notables from the field of marketing management, during the 
day-long conference. They also had the opportunity to wina 
number of valuable prizes donated by a group of well-known manu- 
facturers and distributors. 

This meeting made available a ‘‘powerhouse’’ of information 
for all those interested in marketing as an academic discipline and 
as a practical vocation. However, those attending were already 
committed to marketing as a major. Thus, although the confer- 
ence did reinforce their good judgment it was too late to influence 
undecided freshman in favor of marketing. 

Another plus the the New York Chapter in its collegiate chap- 
ter tie-in is the Gold Medal Award Program. At the end of each 
academic year, the New York Chapter awards the American Mar- 
keting Association Gold Medal and certificate to the marketing 
major in each college graduating class, in this area, having the 
highest general average in all of his marketing studies. 

In June, 1961, I was selected as the student in Fordham’s 
graduating class meriting this honor. Believe me, this award was 
the most impressive and important honor ever bestowed upon me. 
It has opened the gates to further academic and vocational op- 
portunities and singled me out as one the special graduating stu- 
dents at Fordham. 

At the time I received the medal and certificate, I was only two 
weeks short of being a Fordham alumnus, therefore I didn’t have 
the opportunity to tell collegiate chapter members the interest 
and excitement associated with the New York Chapter presentation 
luncheon and ceremony. 

I think that the importance and prestige of this award should 
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have been publicized more. It could and should serve as a goal for 
which every marketing major should strive. The possibility of 
winning this honor could and should stimulate every marketing 
major to achieve a record of excellence inboth academic and voca- 
tional pursuits. 

Perhaps mine has been a very one-sided experience. It could 
be that in a major metropolitan area, like New York, we miss the 
close personal contacts that smaller cities’ local chapters and 
collegiate chapters may have. 

But we should find out what other local chapters are doing, so 
that even the larger local chapters in bigger cities and the larger 
universities might benefit from this association, and profit by 
their experiences. A study of all local chapter activities as re- 
lated to those of collegiate chapters might well point up some fine 
liaison areas that we’ve missed. 

Certainly, we need a clearing house, on the national level, to 
disseminate examples of successful local collegiate chapter activ- 
ities and help educate the undecided on the excitement, interest 
and monetary rewards to be found in the profession of marketing. 
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45a. THE FACULTY ADVISOR’S 
VIEWPOINT 


Thomas Lea Davidson* 


am sure that everyone here would agree with me that the Col- 

legiate Chapters affiliated with the American Marketing Asso- 
ciation are making a significant contribution towards the education 
of marketing students. The wide variety of programs currently 
offered by these clubs provide almost unlimited opportunities for 
the enrichment of the learning process. Through the media of 
guest speakers, field trips, work shops, and other special projects 
students are offered the opportunity to meet and talk with market- 
ing specialists of varied backgrounds and experiences. Through 
direct observation, students and faculty gain meaningful insights 
into the problems, challenges, and responsibilities faced in todays 
market place. 

The record of achievement earned by the over one hundred 
student clubs currently in operation does not, however, foreclose 
the need for further improvement. The purpose of this session 
recognizes that there is need to make the Collegiate Chapters’ 
experience more valuable, not only to the student but also to the 
American Marketing Association and Marketing in general. 

In order to present my ideas on how this may be done, within 
the framework of the topic being discussed at this session, 
‘‘Achieving the Ideal Relationship Between Collegiate Chapters, 
Local Chapters, and National Headquarters’’, I would like to com- 
ment on three questions. Frankly, I do not expect to provide the 
answers to these questions. Rather, within a few minutes available 
I hope to draw on the experiences of our student chapter at the 
University of Connecticut to indicate in outline form my ideas of 
how a better relationship might be achieved. I do this in the hope 
of stimulating serious thought and considered discussion both 
within this session and afterwards. 

These questions are: 


*Thomas Lea Davidson, Assistant Professor of Marketing, University of Con- 
necticut. 
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1) What is an ideal relationship between Collegiate Chapters 
and the rest of the American Marketing Association? 

2) Why do we want to achieve this relationship; how much effort 
are we willing to spend to achieve it? 

3) What are some specific proposals that we might undertake to 
achieve this ideal relationship? 


Let’s discuss each in turn. 
What is an Ideal Relationship? 


We could start this off by asking, ‘‘Why clubs anyway?’’ Im- 
mediately I am sure most of us could recite numerous advantages 
that collegiate chapters offer. I have already listed a few of these 
and you must be able to think of more. 

Most of these advantages, and even many disadvantages, relate 
to the benefit that a student participant gains. The strong impli- 
cation is that the primary purpose of these student groups is to 
act as a supplement to the classroom in the belief that active par- 
ticipants will learn more about marketing than nonparticipants. 

I do not want to de-emphasize the importance of club activities 
as a learning tool. After all our business is education and our 
product the educated. But is this enough? Can we afford to talk 
and act as if the only reason d’etre of collegiate chapters is as an 
extension of the classroom. I think that it is not. Marketing as a 
science demands more. 

Reference to either the Policy and Procedure Manual for Col- 
legiate Chapters of the American Marketing Association or to 
Chapter Constitutions such as ours at Connecticut will indicate 
that the purpose of a collegiate chapter is stated somewhat as 
follows: 


a) To foster scientific study and research in the field of mar- 
keting. 

b) To develop sound thinking in marketing theory and more 
exact knowledge and definitions of marketing principles. 

c) To improve the methods and techniques of marketing re- 
search. 

d) To contribute to the improvement of the teaching of market- 
ing. 

e) To develop better public understanding and appreciation of 
marketing problems. 

f) To study and discuss legislation and judicial decisions 
regarding marketing. 
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g) To improve marketing personnel and study personnel prob- 
lems. 

h) To record progress in marketing through publication of 
outstanding papers. 

i) To encourage and uphold sound, honest practices, and to keep 
marketing work on a high ethical plane.’’ 


I submit that current club practice recognizes d and g almost 
to the exclusion of the others—that is the emphasis is on training 
people. Whereas in the first three plus e and f are primarily 
concerned with the subject matter of marketing. 

Let us note that all of these principles imply more than a 
mere extension of classroom time. They imply more than people. 
They imply that a major objective of student chapters, as the 
American Marketing Association, is to foster and develop market- 
ing as a scientific discipline. 

I believe that we in the American Marketing Association are 
missing a bet. I believe that given a different approach and active 
encouragement student chapters could make a contribution to 
marketing and by so doing also create better graduates. 

What then is the ‘‘ideal relationship’’. I believe that it is one 
which would contribute to both the development of the student and 
of the American Marketing Association. I believe that itisa 
relationship that is creative, that encourages original thought, 
that recognizes the potential contributions clubs should and can 
make. It is more than the provision of a forum wherein the mar- 
keting practitioner reiterates for student consumption their mis- 
takes and their achievements. 

The ideal relationship is both a point-of-view and a set of 
characteristics. It is a point-of-view that recognizes that student 
groups can contribute as well as absorb and that this contribution 
can be in content as well as in people. It is a set of characteris- 
tics that provides the motivation and where-with-all to support 
this creative activity. 


How Much is this Relationship Worth? 


A recognition is developing among marketing people that one of 
the major problems confronting our profession is finding enough 
good, new people; and enough good, new ideas to fulfill marketings 
responsibilities in our modern economy. Once one accepts the 
major role of scientific marketing in maintaining the record of 
accomplishment that America has achieved, one must alsu accept 
the need for more, better marketing. Second best is not good 
enough in a cold war world. 
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These people and ideas, unfortunately, will not appear by 
themselves. They must be created out of a soil nourished by hard 
work. It is to us already in the profession both academician and 
practitioner that falls the burden of creation. This burden can be 
carried out best if we work together in active cooperation based on 
a sincere recognition of each others role. It is my contention that 
Collegiate Chapters are one possible meeting ground wherein 
ideas and people can be born, nurtured, refined, and tested and 
that such will happen if we can more nearly achieve an ‘ideal 
relationship’. The need is great and I believe that we should be 
willing to expend efforts in proportion to that need. 

Like anything else teachers and practitioners of marketing will 
get out of these student groups only what is put in. If we restrict 
our support to a barrage of words each of which tries to portray 
our own ideas, this is all we will receive in return. If, however, 
we are willing to support with time and material substance the 
creative function of these clubs, then we can expect to get ideas 
back. I do not mean to imply that the answers to all of our prob- 
lems are hiding within these clubs and only need to be released. 
This is obviously not the case. I do mean that benefit can be 
derived even if it is small and, any gain would be an improvement. 


What Might Be Done 


Obviously the first thing is a change in viewpoint. We must 
look upon collegiate chapters as an integral part of the American 
Marketing Association an’ recognize that they are more than 
quasi-social gatherings o1 students. These current club members 
are the people who tomorrow will join us as teachers and as 
businessmen. It is now, while they are students, that we have the 
opportunity to instil in them the attitude that marketing is a 
dynamic science wherein the bounds of knowledge are small and 
the opportunities to learn are great. 

Also, these student years are our best opportunity to create 
active members of the American Marketing Association for the 
future. 

Once this idea has been accepted what are some of the overt 
ways it might be implemented. I would like to suggest a few. (not 
given in the order of importance) 


1. To provide overt means for recognizing student creative 
performance. This could come by inviting students to participate 
in our various regional and national conferences such as the one 
we are now attending. For instance there could be a student club 
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meeting wherein students report on projects that they or their 
club had performed. With careful screening we might get some 
interesting ideas. 

2. To provide a national student publication. This could serve 
as a newsletter and as a vehicle for the publication of worth- 
while papers. 

3. To make students more than welcome at local meetings. 
For instance in Connecticut students are invited to attend local 
chapter meetings at half price and I can testify that AMA has 
gained by this hospitality. 

4. To be willing to help students who are working on a project 
—even to sponsor projects. 

5. To use the clubs as a means for active placement both for 
summer jobs and employment after graduation. For instancethere 
are six or eight Connecticut students here in New York who will 
be looking for work come June. 

6. To provide closer student participation and liaison with the 
national office. For instance this year I asked the national office 
to supply me with membership cards so that I could pass them out 
as soon as a student joined. This aided morale and helped acquire 
new members. 


Had we more time I could go on, but these few words will give 
you some idea of my thinking and, I hope, stimulate you. 

Our topic tonight, I believe, is one that holds a greater signifi- 
cance for marketing than may appear at first. Our Association and 
the market, free-enterprise economy, of which we are a part, is 
confronted with many formidable challenges. In order to succeed 
we will need all the trained people and good ideas we can muster. 
One source of these people and ideas should be our collegiate 
chapters. 
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VIEWPOINT 


Rowe Meador* 


INTRODUCTION 


Mn has been done through the years to bring about the ideal 
relationship between collegiate chapters, senior chapters, 
and national headquarters. Interested personnel in each group 
have worked diligently and faithfully to promote and coordinate 
the joint activities of these important segments of the American 
Marketing Association. It is the purpose of this paper to discuss 
the activities of the North Texas State University Collegiate Chap- 
ter and to show how the chapter is aided by the North Texas Senior 
Chapter (Dallas, Ft. Worth, and North Central Texas) and the 
A. M. A, Central Office. In turn it will indicate the contributions 
that the collegiate chapter has made to the other groups 


COLLEGIATE CHAPTER ACTIVITIES 


Since its inception, the North Texas Collegiate Chapter has 
been very active. It has grown from an original membership of 
about 30 or 40 to its present membership of 245. In order to 
reach this number and carry out the various activities, the spon- 
sors and officers begin planning from the time the officers are 
elected in the spring. The complete program for the next school 
year is fully planned by the end of the then current Spring Semes- 
ter. As a result of several meetings between sponsors and of- 
ficers during the summer months, a printed brochure is ready to 
be distributed to students during the Fall registration. The bro- 
chure shows objectives of the chapter, requirements for member- 
ship, benefits to members, amount and method of payment of dues, 
organizational setup, names of officers, and schedule of meetings 
and functions for the entire year. 

The yearly membership drive begins shortly after registration 


*Rowe M. Meador, Professor of Business Administration, North Texas State 
University. 
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and continues for one week. The student officers are responsible 
for the drive and all other activities during the year. 

The first function of the year is a ‘‘free’’ barbecue, floor show, 
and dance at the University Clubhouse. This function is strictly 
social, the cost of which is included in the yearly membership 
dues of $2.75. Each member and guest is served a complete bar- 
becue dinner which is catered by a local establishment. Thirty to 
forty-five minutes of entertainment follow the dinner, and one of 
the University bands provides music for dancing. Old and new 
members use this function to get acquainted and it creates en- 
thusiasm for more serious meetings which follow. 

Outstanding speakers from manufacturing, wholesaling, and 
retailing firms in Denton, Dallas, and Fort Worth are obtained for 
regular meetings each month of the school year. Speakers are 
chosen who present case problems about their firms. Students 
are given ample opportunity to ask questions after each speech. 
During the informal question-and-answer period, refreshments are 
served to the speaker, members, and guests. These meetings 
permit the members to become acquainted with some of the prob- 
lems of numerous firms, and in doing so, they have proved both 
interesting and stimulating. 

Each year the Collegiate Chapter has an entry in the Home- 
coming Parade for the benefit of both current and ex-students. In 
addition, one of the chapter’s beauties is annually a contender for 
a place in the yearbook beauty section. 

The December session is a joint dinner meeting with members 
of the North Texas Senior Chapter and their guests. This meeting 
makes it possible for students and local chapter members to be- 
come better acquainted and to discuss areas of mutual interest. 

The Collegiate Chapter sponsors a field trip during November. 
About 150 students visit selected manufacturing, wholesaling, and 
retailing establishments in the Dallas and Fort Worth metropolitan 
areas. Students are given conducted tours through these firms and 
see firsthand the functions performed. At the conclusion of the 
tour, the students meet with company executives for a question- 
and-answer period. Because the field trips include all kinds of 
businesses, the students are able to see in practice the principles 
and techniques discussed in class. We have found that such field 
trips can best be sponsored by the Collegiate Chapter rather than 
by individual professors and classes. Students return to their 
classrooms with enthusiasm and zeal for their area of major 
interest. 

The highlight of the years’ activities is the Marketing Confer- 
ence held each spring. The Conference is sponsored jointly by the 
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School of Business Administration, the Dallas Sales Executives 
Club, and the Collegiate Chapter. This one-day conference pre- 
sents four recognized authorities in sales and marketing from the 
Sales Executives Club. There is also a luncheon where the four 
speakers form a panel for further discussion and for answering 
students’ questions. Student attendance at each of the sessions 
during the day varies from 250 to 400 depending largely upon the 
hour of the day. All students in the School of Business Adminis- 
tration are invited to attend the Conference. The Dean of the 
School of Business gives the welcome address and both he and the 
President of the University attend the luncheon session. The 
speakers discuss problems with which their firms are faced and 
students are given an opportunity to make suggestions as to what 
they would do about them. This function culminates the major 
activities for the year. 

Annually, the Collegiate Chapter presents a plaque to the out- 
standing marketing student during Honors Day ceremonies. This 
award is based solely on scholarship. The student’s name is also 
inscribed on a permanent plaque which remains on display ina 
glass case in the foyer of the Business Administration Building. 

At the end of each school year the Collegiate Chapter awards 
special Certificates of Achievement to members who have made 
outstanding contributions to the chapter. These awards are based 
more on extra-curricular contributions than upon scholastic at- 
tainment, although the latter is considered in determining recip- 
ients. These honors are not awarded promiscuously and, there- 
fore, are coveted by those selected. 


ASSISTANCE FROM THE NORTH 
TEXAS SENIOR CHAPTER 


The University Collegiate Chapter is assisted in a number of 
ways by the North Texas Senior Chapter. Except for academic 
members from colleges and universities in the Dallas-Fort Worth 
Metropolitan Areas, the North Texas Chapter is composed entirely 
of business representatives from Dallas and Forth Worth with the 
majority from Dallas. 

As a guest of the chapter, a student is invited each month to 
the Senior Chapter dinner meeting. Other students may attend the 
meetings at their own expense. Students get acquainted with men 
and women from many walks of business while the latter get to 
know many students who are both potential members of the A. 
M. A. and employees of their firms. 

Various members of the North Texas Chapter have volunteered 
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their speaking services. The Student Liaison Chairman assists 
and works with all collegiate chapters in the area. 

One of the Senior Chapter meetings in the spring is called 
‘Student Award Night.’’ Certificates are awarded to the out- 
standing student from collegiate chapters located at North Texas 
State, Southern Methodist, and Texas Christian Universities. In 
addition to the honor students, other students are invited and 
urged to attend. This function highlights the relationship between 
our Collegiate Chapter and the local chapter. 

A section of the North Texas Chapter’s monthly newsletter, 
AMAgyram, describes the qualifications of collegiate chapter 
seniors who are jobhunting. Because the newsletter is received 
by each member, students desiring jobs are brought to the atten- 
tion of those in a position to hire. This activity has proved fruit- 
ful to all concerned. 

The Senior Chapter has assisted in arranging field trips for 
many collegiate chapters in North Central and West Texas. Some 
chapters have travelled as far as 300 miles to enjoy a field trip 
fully planned and organized by the North Texas Senior Chapter. 


ASSISTANCE FROM NATIONAL 
HEADQUARTERS 


It would be almost impossible for the North Texas State Col- 
legiate Chapter to function properly without assistance from the 
A. M. A. Central Office. Each year the North Texas State Chap- 
ter, as well as all collegiate chapters, receives a Policy and 
Procedure Manual. This manual presents the two-fold objective of 
A. M. A. in sponsoring student chapters. It indicates the prin- 
ciples of A. M. A. and discusses the importance of the student 
group in upholding them. 

It also outlines the mechanical and operational responsibilities 
of the collegiate affiliate and makes this part of a necessary work 
easier for all concerned. 

Additionally, the Central Office provides brochures and appli- 
cation cards; membership cards; a list of speakers who have ap- 
peared before the senior chapters the previous year; copies of 
‘“‘This Business of Getting a Job’’ (the cost per copy is nominal); 
and advice and assistance to collegiate chapters, particularly in 
those areas where no senior chapter is established. 

A bibliography of materials on careers in marketing is pro- 
vided as a convenient guide and help for those interested in a mar- 
keting career. 

Through the Student Liaison and Development Committee, 
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Collegiate Chapter Advisors are able to pool their ideas for the 
mutual benefit of all. This very important committee makes many 
varied contributions to student chapter activities. 


CONCLUSIONS AND RECOMMENDATIONS 


Considering the various activities of each of the three groups, 
it may be concluded that each plays an important part toward 
achieving an ideal relationship among them. It is, however, only 
when the National Office, senior chapters, and collegiate chapters 
cooperate closely that the objectives of each can be fully realized. 

In spite of the activities and cooperation of the three segments 
discussed, there is much that should and can be done to enhance 
the position of each group. Responsible personnel should continue 
to search for ways and means for achieving the ideal relationship. 


Part Three 


INTERNATIONAL MARKETING — 
THE CHALLENGE OF COMPETITION 


A. Meeting World Marketing 


Competition 


46. THE SIX AND THE SEVEN 
DO’S AND DON'TS IN EUROPE 


Jere Patterson* 


American Industry can successfully meet the challenge of 
the Common Market by following the same techniques that 
have been painstakingly developed and nurtured in the 
United States over the years. This by no means should be 
regarded asa simple task. It will be the efficiency of the 
marketing process that will determine our success or failure 
in these new and challenging horizons. 


AN the United States meet worldwide marketing competition? 
Of course it can if we really get down to the business of mar- 
keting abroad. But what about the European Common Market and 
United States Business? How well will United States companies do 
in the inner six and the outer seven? Many will do quite well in- 
deed if they do all possible to manage and market as well there as 
they do right here. For the simple fact is, most United States in- 
ternational businesses aren’t really marketing abroad—in fact, 
many aren’t right here. But to be specific let’s look at the six and 
the seven in further detail. Not the six and the seven countries in 
the European Common Market and the European Free Trade As- 
sociation, most of whom will soon be regrouped in a still larger 
Common Market—a Market that we, too, may become more closely 
tied to. But let’s look at six dos and seven don’ts for marketing in 
Europe. 
To start with, here are the six dos. 


1. Do have a sense of proportion, a sense of humor, the 
vight attitude. Europe is sophisticated, civilized—maybe 
more so than we are! Europeans are not a bunch of un- 
washed natives awaiting United States annointment. Your 
company may be big here, but it’s often small and unheard 
of over there. Your cash isn’t always needed, your 


* Jere Patterson, Jere Patterson and Associates, New York. 
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know-how may or may not be unique. You may know 
marketing better but you don’t know the markets as well 
as the local fellow. Make sure that you are not just 
massaging your corporate ego and kidding yourself with a 
token effort that sounds great at cocktails but amounts to 
little. Then look at yourself. Are you impatient or criti- 
cal of what you don’t understand? Be able to laugh at 
yourself, and take the other fellow in stride. Meet him 
half way. Your way may be right, but it’s just possible 
his might be as good or better. 


2. Do a real marketing job. The problem of building a 
business in Europe is less and less one of finance and 
production—it’s one of marketing. Don’t just call some- 
one a director or vice president of marketing and let it go 
at that. Market in depth—Do basic research having first 
defined objectives and thought through what you will do 
with a study once you have it. Look into potential, 
properly design the product, price it right, push it hard, 
sell, advertise, promote, publicize in a hard hitting, well 
planned way. Remember the other guy is often on home 
ground so overcome his advantage. Make the investment 
required in men, money and marketing. Concentrate ef- 
forts especially on consumer goods. If you can’t succeed 
in one market, you won’t in all. But realize you are 
playing checkers—square to square, market to market 
and look ahead. Plan, budget, program. Timing, tie-it- 
all together, push. The Europeans know marketing terms. 
Theoretically, they know all about it, but practically many 
still don’t have a basic, ingrained understanding. If you 
do, use your marketing edge as long as you have it. 


3. Do retain your United States approach—especially in 
marketing. Obviously, study the market and adapt to it— 
that’s good sense. Take into account differences in 
time, customs, buying habits, etc. They are there and 
can be important. But chances are what built your busi- 
ness here will with variations build it in Europe. At 
least that’s what you know so stick to it within reason. 
Above all, insist on and bring to bear a U. S, domestic 
level of know-how and performance. Don’t suffer from 
export departmentitis or international divisionitis. Good 
men with overseas experience definitely have a vital role 
to play. Meld their know-how with domestic know-how. 
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Naiveté isn’t called for but neither is a false veil of 
mystery. Get top management involved and blend United 
States marketing abilities with European savvy. 


4. Do select and nurture good men who can market and 
manage—the right man is the key. Europe is not a burial 
ground for U. S. duds or has beens. Choose well. Then 
back your man, don’t excessively quarterback them. 
Rely on their judgment vs. long distance theory. Yet 
guide them, establish checks and procedures. Don’t let 
them get spoiled or think they are bigger than you are 
for lack of overall direction. Earn and keep their 
respect. Most people want leadership and support and 
are really lost without it. 


5. Do co-ordinate between countries. Don’t let dif- 
ferences develop just for differences sake. Have common 
planning, budgeting and review procedures. Dovetail on 
market research. Set up necessary co-ordination pro- 
cedures—exchange of information, periodic meetings. 
Travel, see, talk with your people abroad. Keep in per- 
sonal touch. 


6. Do build a common name and market. A Common 
Market will not long permit unrelated company identities 
and brand names. Guard, control and enhance your name 
and market. Barring a few businesses, an international 
identity will generally carry more prestige and help 
sales more than a strictly local identity. Set up separate 
marketing companies if need be to inject a common 
name and mark. If you now have many names and marks, 
straighten out the situation. It limits effectiveness, in- 
creases advertising costs, and also limits overall mar- 
keting success. 


Those then are the six dos. 


A sense of proportion 

A real marketing job 

A United States approach 

Selecting and backing good men 
Co-ordinating 

Building a common name and mark 


wn 


Now let’s look at the seven don’ts. 
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1. Don’t suffer from corporate constipation or internal 
politics. If most companies, especially big ones, spent 
half as much time marketing as they do squabbling or 
politiking among themselves, they would overrun the 
Common Market in nothing flat. Get wise fast to the 
politics of international business. Know what your Brit- 
ish managing director is very understandably up to when 
he starts telling you how much narrower the Channel is 
than the Atlantic. And don’t be surprised when your in- 
ternational company or division head overextols the tax 
or other advantages of Geneva or Brussels. He’s prob- 
ably trying to gently outflank your British managing 
director in his former pet—and often neglected—conti- 
nental preserve. Expect civil war or at least polite mis- 
understanding between the export or international side 
and the domestic side—but don’t put up with it. Look for 
excess Americanism in some of the men you send abroad 
and count on undue nationalism at the other end. Such 
nationalism often takes the form of excessive insistence 
on autonomy and overemphasis on local differences—e.g., 
The French will be French—Vive la difference! In short, 
realize that your international business has all the in- 
ternal human and political problems of your domestic 
business multiplied by distance and differences—but don’t 
let them lick you. 


2. Don’t try to direct your business out of three or four 
places—Domestic headquarters, International headquart- 
ers, Regional headquarters, Local headquarters. Cul- 
tivate a global, integrated approach. Choose two, maybe, 
three at most. Preferably in the long pull domestic and 
local or domestic and regional depending on your type of 
business and its history. If you direct from too many 
points, you will be overstaffed and suffer from acute 
paperitis. The tendency to set up regional or interna- 
tional headquarters in places like Geneva or Brussels, 
while often valid for tax and other reasons, has tended to 
magnify the problem. 


3. Don’t get too fancy. Stay lean, hungry, hard-hitting. 
Don’t hire three to do the work of one. Don’t lift all that 
United States staff structure and pomp and circumstance 
abroad. Don’t get too complicated for tax reasons. Don’t 
use an elephant gun to kill a mouse—e.g. undue emphasis 
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on market research, constant meetings, etc. Don’t get 
too soft. Keep expense accounts in line. Avoid ‘‘Wine 
listitis’’? or ‘‘Big officitis.’’ And because it may still 
cost less to do business in Europe than in the U. S., don’t 
spend more than you should and let your costs get out of 
line vs. European competition. 


4. Don’t think you’re going todoitinaday. After all, it 
took ten, twenty, fifty years to develop your U. S. busi- 
ness to its present level. Allow at least two or three 
years to conquer a European market that is just as 
large as the U. S. and a lot more complicated. It takes 
time to build a real share of the market if you’ve been 
asleep on the ground for years or are a late comer, 


5. Don’t make a bunch of half-cocked arrangements. Of- 
ten no two arrangements can be alike. But too many 
companies end up with a crazy quilt of licensing deals, ill 
chosen partners, and unworkable relationships. Figure 
out what built your business here and follow the same 
route abroad. Tax aspects sometimes seem more im- 
portant than sound business principles and common 
sense. They aren’t. You can’t save money on taxes or 
reinvest earnings after paying low tax rates until you’ve 
made profits and if Washington has its way, you may not 
even be left with some good, valid tax motivations. 


6. Don’t go to Europe if you don’t belong there. Many 
companies don’t. Their managements haven’t the con- 
viction or capacity. They aren’t ready to play in the in- 
ternational major league where the competition can be 
even tougher than here. When you go, go all the way—to 
stay. And do well so that you protect your position here 
and siphon off the foreign competitors fire power. 


7. Don’t neglect other markets in your new found fascina- 
tion with Europe. Your European competitors won’t. 
World markets constantly shift. Tomorrow’s opportun- 
ities won’t be in Europe alone—so don’t let your com- 
petition be it Western European, Japanese, or Russian 
use worldwide weight against you—in Europe or right 
here. 
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Yes, today in Europe you’re playing in a rough, tough league 
and sometimes you won’t even know what hits you. So remember 
the seven don’ts. 


Don’t suffer from corporate constipation. 

Don’t direct your business from too many places. 
Don’t get too fancy. 

Don’t think you’ll do it in a day. 

Don’t make a bunch of half-cocked arrangements, 
Don’t go if you don’t belong. 

Don’t neglect non-European markets. 


These then are six dos and seven don’ts for United States 
business in the European Common Market. If they make it sound 
tough, it’s because it is—it’s no league for boy scouts or com- 
panies that are not playing for keeps. But if you’re serious, you 
won’t find Europe so mysterious. Can you meet world-wide com- 
petitions in Europe? Of course you can, if you conduct your 
business with the same calibre of management and the same in- 
tensity of marketing effort that have made you successful right 
here. 


47. ADJUSTING TO WORLD 
COMPETITION OF THE 


S. J. Rundt* 


American businessmen will have to act swiftly, if they are 
to reap the potential benefits of world wide competition. 
Foreign subsidiaries will have to be given increased auton- 
omy if they are to meet the competition of domestic firms. 
A new breed of foreign managers will be needed to cope 
with this rapidly changing economic environment. If 
American industries stand idly by, our rate of economic 
growth will come rapidly to a halt. 


INETEEN SIXTY ONE was a year of indecision and of big 

words. Nineteen sixty two will have to be a year of action, if 
this Nation is to maintain and step up its earnings on external ac- 
count, as, indeed, it must, if it is to prevail as a world power. 

Others must export or perish. We here must export or we will 
not be able to keep up and improve our own high living standard. 
Moreover, we must increase our trade surplus, so as to cover our 
huge arms outlays and our assistance efforts abroad, as well as 
our now rising imports which in the main consist of raw materials 
for our recovering industries. 

Adjustment will mean an agonizing re-appraisal in several 
respects. We shall have to face up to the facts of life which for so 
long we have either ignored, or which we have sanctimoniously 
swept under the carpet. Our past is now catching up withus. For 
firm and for Flag, for company and for Country, we will have to 
do, ourselves, what for so long we have so incessantly preached to 
all others—but, alas, have not really adhered to ourselves! Per- 
haps I am allowed to make such strong statements without too 
many qualifications. I am among those who for many years have 
warned of what we are now facing, namely: a tarnished dollar; 
the repute of deficteers and inflationists; the prospect of increased 
gold drains; a softening payments balance; rising budgetary 
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deficits: labor cost jumps beyond our living cost rise or the ac- 
celeration of man-hour productivity in our plants; and, often 
enough, deterioration in quality of our products. 

How will we have to adjust, in 1962—or soon thereafter? 

(1) Let the domestic headquarters of export divisions, interna- 
tional companies and foreign operations subsidiaries give those 
units more freedom, so that they may function with greater flexi- 
bility. Overly close umbilical cords between sales efforts at 
home and marketing abroad will only encumber the latter. 

(2) I do not believe in the so-called hard sell, nor in what 
some call the soft sell. I believe in systematic deft selling. While 
it is true that ultimately customers’ demands and sales’ tech- 
niques are the same the world over, the fact remains that mar- 
kets vary widely in requirements, in preferences, in usages, in 
habits and in attitudes. To study these differences is the job of 
the man who would make international business his life-time 
career. 

(3) All the so-called market research remains theory, if the 
empirical effort is neglected. I do not believe that behaviorism, 
area analysis or research into specific item potentials are sci- 
ences. In the end, the age-old merchants risk will have to be 
taken by the enterprising entrepreneur, be it a huge corporation 
or a one-man business. Decisions will have to be made faster and 
without the many caveats and ‘‘safeguards’’ which we nowadays 
often attach to ‘‘decisions.’’ There is no such thing as a trans- 
action without hazards, a deal without perils. He who would not 
compete cannot win. Both industries and banks will have to take 
what we now call greater chances, and what used to be termed 
higher risks for bigger gain—even at times of shrinking profit 
margin, and perhaps especially as net earnings are contracting 
with keener rivalry. 

(4) The so-long heralded and so-often unveiled expanded Ex- 
port-Import Bank guarantee coverage scheme will finally have to 
come into practicality. We have procrastinated long enough and 
pretty soon the American shipper will have to be accorded facil- 
ities at least equal to those available to his German, British, 
French and Dutch confrere and competitor. 

(5) Overheads will rise, e. g. in cost-per-invoiced-dollar 
terms, and profits will shrink for those trying to get their first 
toe-hold in the so-called ‘‘tiny’’ and ‘‘little’? markets. To start 
with, it may even result in losses to open up the hitherto avoided 
or neglected less preferred foreign sales territories. Yet, geo- 
graphical diversification spells insurance for which it is worth 
paying a premium. The loss of one huge market can be 
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compensated by a score of flourishing little ones or two scores of 
even ‘‘insignificant’’ ones. 

(6) The working of foreign markets requires, as a rule, 
greater intensity than is presently generated by many U. S. firms. 
To travel more, to correspond more promptly in more foreign 
idioms, to stay longer on visits abroad—all have become a sine 
qua non, as global rivalry is rapidly growing keener. 

(7) Attention to quality has lately been neglected by many 
here (and also by some German shippers), while British, French, 
and even Japanese exporters still adhere to the highest possible 
standards. (As a result, Japanese cameras are now sold in 
Germany!) Our domestic market may have accustomed itself to 
lemons and faulty products, but in the highly selective sales ter- 
ritories across the world, quality continues to command pref- 
erence—and respect. 

(8) Let’s invoice in currencies other than dollars when the 
customer so wishes and such a practice is feasible and a prudently 
calculated risk. Our dollar is no longer what it used to be. Ger- 
man buyers nowadays stamp their orders: ‘‘Payable in USS or 
DM, at a rate of 4:1, at purchaser’s choice.’’ 

(9) ‘‘The customer is always right,’’ has been a typically 
American slogan which has greatly contributed to our unequalled 
successes in marketing at home. If it worked here, it will work 
overseas. Let us not give preferential treatment to the prospect 
in Lima, Ohio, over the one in Lima, Peru. 

(10) Let us keep in bounds our tendency to go to the extreme in 
what I call the Madison Avenue, the advertising and the huckster- 
ing, approach. In the Old World this is not very much appreciated, 
and in the young countries this often leads to adverse results, 
after a short honeymoon. There is no translation of the word 
gimmick—which in itself should indicate that gimmicks are a 
chiefly American specialty and not invariably transposable for 
world-wide use. 

(11) Tolerance and decent humility are not at alltimes linked to 
the atmosphere currently prevailing in our Country. We often 
think big and act bigger even than we are. Yet, it is usually a 
stronger statement abroad to say that ‘‘We think our products are 
really second to none,’’ rather than to yell ‘‘Ours are the gosh- 
darn’ biggest and best.’’ 

(12) Never mind traipsing all over the world trying to be 
liked. The richest and most generous givers are hardly ever 
liked by the recipients, past or present. To be respected would 
seem to be a more immediate aim, more easily attainable. With 
good taste, tact, nimbleness, sympathy and empathy one gets to be 
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respected, which in due course means that one will be trusted, and 
the trusted are ultimately liked. 

(13) ‘‘The easy deals are always transacted by somebody 
else,’’ said a great trader some time ago. To go after the diffi- 
cult transactions usually is rewarding—precisely because so 
many will avoid them. 

(14) Finally, let us again apprentice the youngsters who are to 
fill the boots of the men now on top of the heap in the international 
business community of this Country. I am afraid that most of the 
young lads now coming out of college ask for too much and have 
mainly theory to offer. Many of them just want that nebulous 
thing ‘‘security’’ and fringe benefits. They want to be V. P.s by 
the time they are 32 years old. They live in a world of unreality. 
How about giving the best among them an honest chance to learn 
the international business from the bottom up, from the consular 
invoices, the bills of lading, the drafts and letters of credits to 
the ‘‘big policy matters.’’ One cannot start a house from the roof 
downward. 

No doubt, there could and perhaps should be many more points 
cited, appertaining to the adjustments we will have to attempt to 
make the Sixties really soar in international business. Suffice it 
to say, however, that the 14 listed points are pretty basic and 
probably among the foremost adjustments to be made by those 
who would be greater successes in the world outside our 
boundaries. 

In conclusion, permit me to say that this Country is no longer 
the uncontested master on world markets that it was some fifteen 
years back. Free Europe today has bigger gold reserves than 
Uncle Sam. The economic growth rate there is substantially 
higher than ours. Export achievements are relatively far greater 
than ours. 

Unless we do adjust, and adjust fast and far-reachingly, our 
own economy could gravely suffer. Thus, adjustment is nota 
matter of choice or of wisdom. It has become a matter of dire 
necessity for us. 
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48. THE CONTRIBUTION OF 
MARKETING TO ECONOMIC 
DEVELOPMENT—A GENERALLY 
NEGLECTED AREA’ 


Leon V. Hirsch* 


Although improvement in the efficiency of marketing is a 
key factor in economic development, its crucial role has 
not generally been appreciated. This has been due to a 
lack of understanding of the marketing function in low-in- 
come countries and to the difficulty of transmitting market- 
ing skills in technical aid programs. Basic to any attempt 
at improving the efficiency of marketing in underdeveloped 
and developing economies is an understanding of just how 
the present system operates. 


ARKETING has a key social role to play in low-income coun- 
tries through its potential contribution to the process of 
economic development. Improvement in the method or scope of 
distribution in any economic system can aid in development, both 
by leading to a more efficient use of presently existing productive 
resources and by encouraging their future generation 


Increasing the Size of the Market 


Only with the replacement of a subsistence economy by one 
increasingly based on exchange can there be any significant 
economic development. The economies of almost all underdevel- 
oped countries are characterized by narrow and limited markets. 


*Leon V. Hirsch, is presently Senior Associate at United Research Inc. 


1. For a more complete discussion of this topic, see Leon V. Hirsch, Market- 
ing in an Underdeveloped Economy: The North Indian Sugary Industry, (Englewood 
Cliffs, N. J.: Prentice-Hall, Inc., 1961). 
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Improved techniques of distribution can help lead to an expansion 
of market size. (This increase in the size of the market may in 
turn make possible further improvements in distribution, thus 
leading to a beneficent circle). 

Why is increasing the size of the market important to economic 
development? One of the most important benefits of an enlarged 
market is that it makes economically feasible various economies 
of scale (savings in the per unit cost of an item due to efficiencies 
resulting from the size of an operation). There can be economies 
of scale in both production and distribution. Mass production be- 
comes feasible only at a certain level of output. For example, in 
the 1930’s many European automobile manufacturers were not 
fully able to adopt American assembly -line techniques, not because 
they were unfamiliar with these methods, but because there was 
not enough demand to justify their adoption. Similarly, transport 
facilities or marketing information services that are not econom- 
ical at a low level of operations become practical with an increase 
in the size of the market. 

Growth in the market can reduce the community’s need for 
working capital (the ratio of stocks necessary to support any given 
consumption level). This is because the individual is called on 
less to take account of all possible contingencies himself. Many 
Indians in rural areas, for example, providing they have the re- 
sources, always try to keep on hand an amount of grain adequate 
for several months’ consumption, If inventories are carried by 
intermediaries rather than individually, a number of individuals 
can rely on a smaller total quantity of stocks. The capital which 
is released can be used for increased consumption, further eco- 
nomic growth, or a combination of the two. 

The melding of small markets makes possible the movement of 
such factors of production as labor and capital over a wider area, 
where they can be most efficiently used. Previously inaccessible 
areas may become markedly more productive, benefiting the 
entire economy. In the hitherto independent markets which are 
now joined, there tends to be closer correspondence in the price 
of various commodities. This helps to reduce price fluctuations 
and possibly works to lower the cost of living. 


Other Effects of More Efficient Marketing 


Besides helping to increase the size of the market, more 
efficient marketing can also have direct effects on the economy. 
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At present, in a number of underdeveloped economies there is a 
significant nonmonetized sector. For example, about 25 per cent 
of the Indian gross national product and more than one-third of its 
agricultural output is estimated to be nonmonetized. Distribution 
can help spread the money habit without which economic develop- 
ment cannot progress very far. Monetizing the economy also 
makes possible the transfer of investible resources, which would 
be very difficult in a barter economy. 

The growth of distribution almost invariably increases the 
range of available goods from which the individual may choose. 
The possibility of acquiring these new goods may well stimulate 
the individual to work longer, harder, or with greater efficiency 
and may influence those with an eye on the future to save and 
productively to invest more. In a backward economy the very 
conception of work might undergo a change, labor being seen now 
not merely as a way of obtaining a subsistence but as a method of 
satisfying an ever-growing series of wants. In the past it was not 
unusual for foreign businessmen to bemoan what they considered 
the tendency of the local population to quit work and retire under 
the nearest palm tree as soon as they had earned enough for their 
most elementary needs. This complaint is far less in evidence 
today as the indigenous population finds that money above that 
needed for subsistence can provide them with additional desirable 
satisfactions. 

More generally, growth in marketing can help disseminate new 
ideas favorable to economic growth, new patterns of consumption 
possibly new techniques, and new ideas of social relations. 

For example, in a subsistence economy or one close to being a 
subsistence economy, there is limited scope for the development 
of entrepreneurial talent. Once distribution has advanced (at 
least in a democratic society), it proves to be a training ground 
for the potential managers and entrepreneurs that are so neces- 
sary for economic development. It does this by preparing them in 
the orientations and skills necessary for effective economic ac- 
tivities. West Africa is typical of many developing areas; there, 
according to one source ‘‘almost every successful manufacturing 
enterprise was started by merchants previously operating largely 
in the agricultural sector.’’ 


2. P.T. Bauer and B.S. Yamey, The Economics of Under-developed Countries 
(London: James Hisbet and Co., Ltd., 1957), p. 236. 
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NEGLECT OF MARKETING 
DEVELOPMENT 


Despite these very real contributions that more efficient dis- 
tribution can make to economic development, it is only recently 
that the positive benefits of improved marketing techniques have 
begun to be appreciated in low-income countries, Furthermore, 
not only underdeveloped nations have slighted this field; econom- 
ically advanced countries helping the development of poorer lands 
have tended to give comparatively little aid directed toward the 
creation of more efficient marketing systems. 


In Underdeveloped Economies 


The development of distribution has been neglected for a num- 
ber of reasons. Probably the major cause for this relative lack 
of emphasis in underdeveloped societies stems from the low eval- 
uation of the economic function of distribution and of those who 
practice it. It is an almost universal pattern in many poor coun- 
tries for merchants to be considered as members of a relatively 
low social class, It is considered almost as bad to be a trader as 
to work with one’s hands. Merchants are thought to be unpro- 
ductive and parasitic, existing at the expense of the producer and 
consumer, 

The inherent nature of distribution accounts in large measure 
for the low valuation placed on it and those who practice the trade. 
Unlike production, the economic contribution of which is concrete 
and easily appreciated, distribution enhances the value of a prod- 
uct and contributes to society in an intangible way. Because of 
this, it is part of the folklore of many people that distribution in- 
volves an economic cost without concomitant benefit and hence is 
something to be eliminated or at least minimized. (This is not 
meant to imply that there are not cases of unproductive marketing 
activity, but this is certainly not true of marketing as a whole). 

Distributive profit margins are often believed arbitrary, and 
the very fact that particular traders are well-to-do is adduced as 
evidence that they have extracted their wealth by impoverishing 
other members of society. Often implicit in this conviction is the 
belief that wealth is a limited quantity to be apportioned to the 
different members of society; it is not understood that distribution 
can be a productive activity leading to the generation of increasing 
wealth. Compounding this problem is that the benefits which 
traders themselves reap from their activities are much more 
readily apparent than is the dispersed and not immediately iden- 
tifiable contribution they make to society. 
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A further factor leading to the unfavorable evaluation of dis- 
tribution is that this activity cannot progress very far without the 
use of money, unlike production which can develop to a consider- 
ably greater extent. In many underdeveloped countries, the use of 
money in certain sectors of the economy is a recent innovation, 
and there is an aura of mystery connected with the strange thing. 
The lack of ease with money and a suspicion of activities that 
depend on it is enhanced by traders, the principal handlers of 
money, frequently being members of strange and exotic ethnic 
groups and communities. For example, in West Africa merchants 
are often Levantines; in East and South Africa, Indians; in South- 
east Asia, Chinese. Uncomfortable feelings about money and the 
people who deal with it can easily spread to the distribution pro- 
cess as a whole, 


In Technical Aid Programs 


The question remains why developed countries have tended to 
limit that technical aid to low-income nations specifically directed 
toward the development of more efficient marketing systems. The 
United States, a country where distribution has been carried to an 
extreme of sophistication, has usually restricted help in the field 
of distribution to such aspects as transportation and the establish- 
ment of grading standards. One reason for this situation is that 
the recipient countries, given their attitudes, are much more 
interested in the tangible aid directed toward increasing physical 
production, 

Another, and perhaps the key factor accounting for the limited 
amount of help given in this field is that it is more difficult to 
transmit skills in the techniques of distribution than it is to give 
aid in those aspects of production that are more concrete and less 
culture bound. Although both distribution and production are 
intimately wedded to the economic and sociological complex of a 
country, production also deals with certain basic engineering and 
technical skills which to a large extent can be abstracted from any 
particular society. Furthermore, assistance in production can be 
directed toward a relatively small modernized sector of the 
underdeveloped economy; it is more difficult to approach distribu- 
tion piecemeal since it is much more pervasive throughout the 
society. 

The process of helping a low-income country improve its 
distributive skills is such that the word ‘‘transmit’’ should prob- 
ably not be used at all. Aid in distribution has to be ‘‘custom 
crafted’’ after obtaining intimate knowledge of the recipient 
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country’s economic conditions, such as its relative factor costs, 
and its culture. The comment of one American executive operating 
in Mexico is a typical reflection of this opinion. He said that 
‘‘while technical or production know-how is about 100 per cent 
transferable to Mexico from the United States, marketing know- 
how is only about 20 per cent transferable.’’ % 


THE OUTLOOK 


Lately, there seems to be a gradually growing appreciation of 
the importance of distribution in underdeveloped economies. With 
experience, increased skills in providing technical aid in this 
field should develop. 

Basic to any attempt to improve distribution in underdeveloped 
countries is the necessity of understanding just how the present 
systems of marketing operate in practice. The papers which 
follow discuss and evaluate marketing practices in four widely 
scattered underdeveloped and developing areas, Tropical Africa, 
Egypt, Japan, and Puerto Rico, 


3. E. R. Barlow, Management of Foreign Manufacturing Subsidiaries (Boston: 
Division of Research, Graduate School of Business Administration, Harvard Uni- 
versity, 1953), p. 26. 
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49. MARKETING IN EGYPT 


Harper W. Boyd, Jr.* 


Many changes are taking place in the structure and func- 
tion of business in Egypt. This paper explores relationships 
between the Egyptian government and marketing and ex- 
plains the rationale behind recent actions of the govern- 
ment. The most important changes seem to be aimed at 
lessening traditional foreign control of marketing, slowing 
the proliferation of small inefficient traders and in general 
correcting marketing inadequacies. More rather than less 
government control of marketing is predicted at least for 
the immediate future. 


N mid-July 1961 President Nasser of Egypt announced a be- 

wildering array of nationalization decrees. These were not, of 
course, the first such decrees issued but in both their number and 
complexity they dwarfed all previous ones. The resulting econom- 
ic system was labeled ‘‘Arab Socialism.’’ Unfortunately the 
decrees, controls, orders, and explanations issued over the past 
several months are sufficiently contradictory and confusing topre- 
vent the obtaining of an up-to-date picture of the detailed workings 
of this new system and especially so with regard to the marketing 
sector of the economy. State control was extended down to medium 
size firms and, thus, some marketing organizations were caught in 
the government’s net. But with these relatively few exceptions, 
there was little change in the government’s policy toward market- 
ing per se. Since 1956 the government’s role in marketing has 
increased tremendously and one can predict that this trend will 
accelerate. It will be the burden of this paper to describe and 
evaluate the existing relationship between the Egyptian government 
and marketing and to explain, where possible, the rationale behind 
the actions taken by the government. 


*Harper W, Boyd,Jr., Professor of Marketing, Northwestern University. 


1. The author is indebted to Dr. Sherbini and Dr. Sherif, both of whom are as- 
sociated with the Egyptian Management Development Institute in Cairo, for their 
help in preparing this paper. The conclusions, however, are his own. 
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Some Background Information 


Although Egypt has a total land area of 100 million hectares, 
only 2.4 per cent is cultivable. This results in one of the highest 
population density ratios in the world. Egypt’s already large 
population of approximately 25 million is expected to increase 25 
per cent during the next 10 years, thereby minimizing the hoped- 
for benefits resulting from the building of the High Dam at Aswan 
and the New Valley Project (which involves the use of underground 
water for irrigation). Egypt has little in the way of natural re- 
sources, and the value of its output will remain small relative to 
the total economy, barring some unforeseen major ‘‘strike.”’ 

Egypt is still primarily an agricultural country; however, much 
industrialization has taken place since the 1952 Revolution. Over 
the past few years some 150 factories have been built and the 
latest revision of the five-year plan (1960-65) calls for further 
substantial investments in new and expanded plants. About ten to 
twelve per cent of the national income isderived from manufactur- 
ing. 


The Consumer Market 


Nearly 60 per cent of a young population (median age 19 years) 
receives its livelihood from agriculture vs 13 percent from manu- 
facturing. Only 23 per cent reside in the metropolitan areas of 
Cairo, Alexandria, and the Suez Canal Zone. While the rate of 
literacy has increased substantially since 1952, it still stands at 
only 40 per cent for men and 17 per cent for women.2 

Rural families spend the major portion (80 to 90 per cent) of 
their income on food with the remainder being spent for tobacco, 
tea, coffee, kerosene, and cloth. Home processing of such staples 
as grain and cloth is common. These families, plus their city 
counterparts, comprise the lower class, which represents 80 per 
cent of all families. The middle class contains 18.8 per cent and 
is growing largely as a result of increased employment by the 
government. The upper class constitutes only 1.2 per cent of the 
population. 4 


2. The statistics contained in this paragraph came from the Central Statistical 
Commission, Basic Statistical Information; Egyptian Province, Cairo, January 
1960. 

3. From an unpublished report by the National Planning Commission, Cairo, 
1959. 

4. Hassan El Saaty, ‘‘Middle Classes in Egypt,’ L’Egypt Contemporaire 
(April, 1957). These estimated were updated, using the Manpower Survey of 1957- 
58. 
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NATIONALIZATION AND ITS EFFECT 
ON MARKETING 


Through the centuries the foreign trader has been predominant 
in the Egyptian marketing scene. In ancient times the bulk of the 
domestic trade was handled by the Greeks, Syrians, and similar 
nationals. During the Islamic Age, trade was carried out largely 
by non-Egyptian Arabs. Under Ottoman rule, and later British 
occupation, foreigners from many countries (Turks, Greeks, Eng- 
lish, and French) dominated both internal and external trade. Asa 
consequence, marketing was typically associated with the work 
performed by the individual trader and was, thus, held in low 
regard. The production function was glorified and was regarded 
as the major activity of management. Too frequently wholesalers 
were able to retard or block the entry of a local product into the 
market, or were able to extort unusually high margins from local 
manufacturers owing to their monopoly position, which was held 
largely due to their financial power over retailers. 

It seems doubtful if individual traders, who still comprise the 
majority of all marketing personnel, are capable of effecting any 
great improvement in the marketing structure of the country be- 
cause their approach to business is likely to be based on obtaining 
quick profits and maintaining high liquidity. The family type 
organization is dominant in such trading units. 

A further confounding factor is that the marketing sector in 
Egypt provides an important form of unemployment relief. Entry 
is relatively easy because of the low investment required; for ex- 
ample, food retailing. The result is a multiplicity of small, in- 
efficient (by our standards) establishments managed by traders 
whose sole aim is to stay alive from one day to the next. 

Recognition of the above has led to government attempts to in- 
crease the institutionalization of marketing through such ways as 
requiring that Aragic be the language of marketing, state trading, 
price controls, establishment of government corporations, and 
cooperative marketing. Each of these is discussed briefly below: 


1. National Language Decree 


Arabic is now the required language in all marketing 
communications—advertising, trademarks, signs, corres- 
pondence about a product, etc. Until 1958, Arabic was 
literally never used in such communications. The law 
was passed to: (1) facilitate mass communications; 
(2) terminate the practice used by some local producers 
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of using a foreign language to identify their product (typi- 
cally the brand name), thereby giving the impression that 
it was an imported product and of superior quality; and 
(3) promote local sentiment favoring domestic products. 


2. Government Trading 


Egypt has continuously been faced with a severe food 
food deficit problem coupled with limited foreign ex- 
change. Such conditions have always plagued the govern- 
ment, because of the probabilities of price manipulation 
and inadequate and irregular supplies. Too frequently 
there was evidence of ‘‘market rigging,’’ pooling and 
manipulation, and a black market. Thus, the government 
thought it necessary to participate directly in the market- 
ing of certain goods. The Ministry of Supply has, there- 
fore, been given wide authority not only over the market - 
ing of certain foreign goods (mostly food), but also over 
the local production, trading, and transportation of these 
same commodities. 


3. Government Price Regulations 


The Ministry of Supply sets the official prices at which 
many, if not most, items will be sold to the consumer. 
The method of using full cost plus conventional margins 
has been tempered through negotiation with producers, 
wholesalers, and retailers. In many cases the govern- 
ment has forced price reductions by squeezing profit 
margins, or through direct subsidies. For example, the 
retail price of fine flour was reduced by 25 per cent and 
domestic consumption trebled literally over night. Also, 
the government pays 50 per cent of the cost of transport- 
ing vegetables from the farm to Cairo, Alexandria, and 
the Canal Zone. Further, Butagaz prices were reduced 
almost 50 per cent to divert demand from imported 
kerosene. 


4, Establishment of Government Corporations 


Because of the historical importance of the cotton 
crop, Egyptian transportation and credit facilities devel- 
oped adequately. Such was not true with storage and re- 
frigeration for grains, meats, and other items. State 
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companies have been set up to provide these facilities 
and, while much yet remains to be done, progress is 
being made. 

In 1958 a law was passed which enumerated the de- 
cisions which could not be made by business manage- 
ment, and also provided a means for encouraging and 
consolidating industry. Thus, no industrial enterprise 
may be established or enlarged, or its purpose or loca- 
tion changed, except with the permission of the Ministry 
of Industry. Too frequently, however, the lack of any 
marketing orientation at both the firm and Ministry level 
has resulted in firms being built or expanded with little 
chance of selling their new or additional output. This 
law would appear, in retrospect, to have been passed in 
anticipation of the comprehensive, centralized planning 
which has been evolving over the past few years and 
which, of course, has been accelerated since the July, 
1961, decrees. 


5. Cooperative Marketing 


The land distribution policy of the government has 
increased the need for cooperative marketing by both 
producers and consumers. At least this is the reasoning 
officially adopted by the government. This policy, while 
obviously indicating a dissatisfaction with present institu- 
tions, also expresses the feeling that cooperatives are 
socially desirable. There are currently about 2,500 agri- 
cultural cooperatives and, as might be expected, they are 
growing faster in those areas most affected by land 
reform. The 1961 decrees forced additional land redis- 
tribution and, thus, the development of such cooperatives 
will receive added stimulus. The number of consumer 
cooperatives has remained relatively small and there is 
no evidence of accelerated growth. 

The government, in several cases, has helped new 
cooperatives gain an established position in the market 
through providing more lenient credit and the placement 
| of government orders. There is a question as to whether 
these cooperatives could survive without these special 
advantages. 


SUMMARY AND CONCLUSION 


The government of Colonel Nasser has long recognized the 
importance of the marketing sector of the economy and has 
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attempted—almost completely through government action—to over- 
come many of the more obvious problems. Few can argue that the 
Egyptian marketing system did not need substantial revision, al- 
though many would not agree with the methods used. 

It is clear that to date the government has not effected a com- 
pletely satisfactory solution to many of the problems enumerated 
earlier in this paper. And it is apparent that the present market- 
ing institutions can not—at least in the short run—initiate the 
necessary changes. The superimposition of a heavy industrializa- 
tion program controlled completely by the government upon the 
present inefficient marketing sector will make it imperative that 
further ‘‘corrective’’ action be taken and taken quickly. 

One can only speculate what form this ‘‘corrective’’ action will 
take. Likely, the government will intensify its support of coopera- 
tives, expand the number of items under price control, increase 
the amount of government trading, and enlarge substantially the 
number of government-owned marketing corporations. It might 
even be thought desirable to restrict entry into retailing through a 
licensing procedure. Even so, the problem remains that few 
individuals with marketing skills are available to carry out these 
reforms. Egypt is plagued with a lack of management personnel in 
general, let alone those with a marketing background. Under 
nationalization it is difficult to believe that sufficient marketing 
managers will emerge to effect the kinds of improvements which 
are so badly needed. 
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90. MARKETING IN JAPAN: 
AN EXPANDING ECONOMY 


George A. Elgass* 


The role of marketing in Japan's economy is described and 
evaluated. The relationship to Japan's high rate of eco- 
nomic development, probably the highest for any large 
economy, is stressed. Significant features of Japan's eco- 
nomic environment are outlined. Background on distribu- 
tion and marketing is provided prior to the consideration of 
specific distinctive features of Japan's marketing institu- 
tions and the performance of marketing functions. 


N 1960 Prime Minister Hayato Ikeda announced a broad economic 

program aimed to double the level of real G.N.P. by 1970. This 
ambitious objective requires an average real growth rate of 7.8 
per cent a year. A distinctive if not conservative feature of this 
ten year plan, however, is that the planned growth rate is signifi- 
cantly less than the 9.4 per cent average annual rate realized 
during the period 1951-60. 

Despite her remarkable growth, the late start of Japan’s eco- 
nomic development causes her level of production to be rela- 
tively low. G.N.P. for 1960 was $38.7 billion. Japanese econo- 
mists sometimes describe the economy as neither advanced nor 
underdeveloped, but rather in the ‘‘in-between’’ stage. There is 
perhaps more to this than customary Japanese modesty. Sub- 
stantial parts of this very large economic system have not yet had 
access to modern production and marketing technology. Nor has 
high mass consumption yet become the general condition. 

Prior to a discussion of specific features of marketing in Japan 
and its relation to economic development some background will be 
of assistance. Briefly mentioned in the following sections are 
selected characteristics of the economic environment and of the 
general state of marketing in this environment, 


*George A. Elgass, Associate Professor of Marketing, University of Michigan. 
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THE ECONOMY 
A Free Enterprise System 


Japan is basically a free enterprise economy. In their own 
way Japanese enterprisers generally are competitive. The vital 
significance of international trade adds force to the discipline of 
competition. 


International Trade 


For some nations a substantial amount of international trade 
primarily will increase efficiency. For Japan international trade 
is essential to acquire sufficient food products and the raw mate- 
rials needed to provide the opportunity for productive full em- 
ployment, Of course, efficiency and progress in a fully employed 
economy also are goals which Japan could not achieve without 
access to international markets. Exports and imports average 22 
per cent of Japan’s G.N.P., compared with 7 per cent in the 
United States, 


Topography and Agriculture 


With an area of approximately 147,000 square miles Japan is a 
little smaller than California. Due to the rugged mountainous 
territory no more than 19 per cent of the land area is estimated 
to be arable. Farms are very small—about two acres. Employing 
the best technology consistent with small units and an objective of 
high yield per acre enables the agricultural sector to provide 80 
per cent of the nation’s food requirements. The proportion of the 
labor force in the primary sector declined from 42.3 per cent in 
1955 to 32.7 per cent in 1961. 


Population 


Japan’s total population is 94 million—six times that of Cali- 
fornia. Now growing at a rate of only .8 per cent per year, the 
population forecast for 1970 is 102 million. 


Education 


The literacy rate is among the highest in the world. Approxi- 
mately 98 per cent of the adult population can both read and write. 
The law provides for six years of compulsory, free education. 
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Education is highly valued and important to the type of employ- 
ment which one may obtain. Consequently, students typically go to 
high school, and hundreds of thousands attend Japan’s colleges and 
universities. 


Communication and Transportation 


The Japanese language is spoken with relatively slight varia- 
tions throughout the land. Except for the roads, transportation and 
communication facilities are extensive and very good. Because 
the Japanese have a high propensity to travel, cultural patterns do 
not vary greatly, ideas can spread quickly. These basic factors 
patently contribute to the development of the economy. 


Income and the Standard of Living 


Income per capita for 1961 is estimated to reach $358. Per 
capita G.N.P. is $447. Real per capita income has doubled since 
1951. Dollar income figures, however, tend to cause the true 
standard of living to be underestimated. The prices of staple 
foods, transportation, and services are very low in dollar terms. 

The distribution of income is far from ideal by the standards of 
the Japanese people themselves. However, approximately 85 per 
cent of national income is distributed in the form of labor income 
to employees and as proprietors’ income. The persons with 
relatively low incomes tend to be those employees and proprietors 
associated with organizations which for any reason have been 
unable to keep pace with the progress ofthe economy. This income 
distribution pattern appears to be made more pronounced by the 
underemployment of the labor force, a problem which has not yet 
been overcome in Japan. 


Saving and Investment 


Capital formation is very high in Japan. Gross Domestic In- 
vestment has averaged 31 per cent of G.N.P. per year over the 
last five years. Japan does not lack in spirit of enterprise, and 
thrift is still a virtue. This virtue is backstopped moreover by 
excise taxes and import duties. Furthermore, stringent measures 
are at times employed to combat inflation 


Manufacturing 


Manufacturing contributes almost 30 per cent of total national 
income and is still growing. The product mix has become more 
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diversified and has been changing markedly. Capital-intensive 
industries have been growing fast. Electrical equipment, motor 
vehicles, machine tools, organic chemicals, and steel have ex- 
panded greatly since 1955. High standards of quality and quality 
control are more widely appreciated. 


Wholesale and Retail Trade 


Wholesale and retail trade contributes 15 per cent of total 
national income and this ratio has been quite stable. Most of the 
firms are very small and suffer all of the well known maladies of 
very small business units. At the other extreme are modern de- 
partment stores with branch units and the large trading companies 
which act as sales (and sometimes financial) organizations for 
many large and small manufacturers. 


MARKETING 


Marketing in the modern sense is very new to Japan. Never- 
theless, Japan has an extensive system of distribution which has 
played a significant role in the development of the economy. 


The Role of the Merchant Class 


Indeed, economic historians have given the merchant class 
great credit for the success of Japan’s transition to an industri- 
alized nation. As feudalism reached its end in Japan, it was the 
merchants who had the knowledge, the skill, and the money re- 
quired to develop industry. 

An interesting sidelight is that the low social position of the 
merchant class during the period of Japanese feudal society con- 
tributed to their economic effectiveness. Merchants actually were 
often well regarded and achieved considerable power; but a mer- 
chant could never enter the nobility—nor could his descendents, 
Land ownership was similarly limited. Consequently, successful 
merchants accumulated capital. To this day there exists a cul- 
tural lag in regard to the social position of merchants. In part, 
this is due to a lack of appreciation of the value of his functions— 
a condition not peculiar to the Japanese public. 


Business and Government Cooperation 


The Japanese government historically worked very closely with 
the merchant elite. It was men of this type whose wealth and 
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talents for organization created what soon became the zaibatsu. 
It seems clear that these organizations came to have great poli- 
tical as weil as economic power, and that both types sometimes 
were used very unwisely. The zaibatsu organizations were not the 
equivalent of most European cartels. They were more like what 
today are called ‘‘conglomerate’’ enterprises. A zaibatsu enter- 
prise included within its organization one or more banking units, 
manufacturing plants in diverse industries, and domestic as well 
as international trading companies. In addition, the complex net- 
work included cooperative arrangements with a multitude of small 
manufacturing and trading firms. 

It is worth stressing that relations with the government were 
close (and more harmonious) long before the military gained 
political control. The zaibatsu type of organization was regarded 
from the outset as an effective means of achieving economic de- 
velopment for the purpose of protecting the nation’s sovereign 
independence and gaining the fruits of industrialization. 

Today cooperation between government and business continues 
to be close. Of course, many measures have been taken to limit 
the political power of big business. And small business receives 
considerable special attention. 


CHANNELS OF DISTRIBUTION 
Common Examples 


1. For manufactured goods sold to the ultimate consumer: 
Retailer 
—Consumer 


2. For goods sold to industry: 
a. 
Firm 
b. Producer~Industrial Firm 


Long Channels 


Abstractions such as the above diagrams, of course, are highly 
simplified. Actual channels are very diverse and often complex. 
They vary significantly from case to case. A rather general dis- 
tinction relative to the United States, however, is that Japan’s 
distribution channels tend to be longer. In fact, the use of three 
wholesale links is not extraordinary. Some of the key factors 
behind such long channels are: 


430 SOCIAL RESPONSIBILITIES OF MARKETING 


1, The national market covers a great distance due to the 
long, narrow shape of the country. 


2. The 94,000,000 consumers constitute a wide but thin 
market, 


3. The buying habits of consumers make very intensive 
retail distribution necessary for many products. 


4. The atomistic size of a large proportion of producers, 
wholesalers, and retailers, plus their limited capital 
encourages, if not requires, that the firms which per- 
form the functions in the channel system make use of 
an additional link or two. 


5. The manufacturers often perform little or not part of 
the marketing task, thus leaving a big job for the 
middlemen. 


6. Secular unemployment coupled with cultural patterns 
which favor individual proprietorship tend to retard the 
growth of large scale business units except when 
technology requires large scale operations, 


Multiple Channels 


These are frequently used by medium and large manufacturers, 
Four reasons are particularly worth special mention: 


1. For a given product or product line the specific mar- 
kets tend to have an extremely wide range of diversity. 
For example, from Tokyo to a tiny rural village; from 
cottage industry to a giant corporation. Similarly the 
middlemen vary from the very large and financially 
strong to mama and papa shops, 


2. With the economy’s great growth rate and new diversi- 
fication of industry, there are no traditional channels 
for some new products. If distribution through several 
types of retail stores is needed, this may well require 
several types of wholesalers. 


3. Recently, some supermarkets and numerous discount 
houses have been born to add to the diversity of retail 
types. 


4. Scrambled merchandising by established channels is 
not lacking in Japan. 
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THE PERFORMANCE OF MARKETING 
FUNCTIONS 


Limited Use of Modern Marketing Methods 


The units which compose the channel of distribution perform to 
some degree all of the basic marketing functions. What is called 
modern marketing is the exceptional case. Nevertheless, there is 
some advance being made in specific areas such as product design 
and quality which we have observed on imports from Japan, Also, 
media expenditures on advertising in 1959 were three times the 
1953 level. Some marketing research is being done. Channels of 
distribution are being improved. 

The government, through the Japan Productivity Center is 
active in advancing the state of marketing knowledge and its ap- 
plication. Businessmen, professors, and government experts who 
have studied marketing in the U.S, and Europe are active in this 
work, 

There are a few points concerning the basic marketing functions 
which are significantly different from current U.S, practice which 
deserve some comment, 


Wholesalers Dominate Distribution 


Large wholesale merchants at present have the capital and ex- 
ercise control. Sometimes they are accused of exploiting the 
smaller business units with whom they deal. 

It is common for small producers to specialize completely on 
production and leave distribution and finance to a wholesaler. 

The local and limited-function wholesalers in a long channel 
are similarly financed and controlled. 


Limited Services Offered By Retailers 


Retailers typically are very small and carry a single line of 
merchandise. The assortment of goods is surprisingly good, 
because the inventory is spread out over many items with no 
reserve stock. There may be only one of some items, and it is 
common to be ‘‘temporarily out of stock.’’ Small local whole- 
salers are nearby to replenish stocks. 

There are exceptions, but services such as charge accounts 
and delivery are not the general practice even in large department 
stores. In the store, however, customers receive much personal 
attention from the clerks. 
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Gross margins at the retail level tend to be low. It is excep- 
tional for the gross margin on the lines of goods found in a Tokyo 
department store to be as high as 30 per cent, Many lines are 
under 20 per cent. 

The sum of the margins of wholesalers, when they carry the 
inventory and assume most of the marketing task, may exceed that 
of retailers, 

Retailers tend to be grouped in downtown shopping and neigh- 
borhood shopping centers. The downtown stores are larger, have 
a greater selection, and carry shopping and specialty goods not 
found in the neighborhood stores. In a large city there are strips 
of small convenience goods shops within a short walking distance 
from almost every residence. 


Trend Away From Wholesaler Control 


Medium and large manufacturers are to a significant degree 
taking the control of the marketing job away from the trading firms 
and other large wholesalers, Manufacturers already have short- 
ened their channels in many cases. One example is the home ap- 
pliance industry. The market for T.V. sets, refrigerators, and 
washing machines involves millions of units per year. It also is 
highly competitive. Direct sales to large dealers developed in 
this market. The use of one or two wholesale links is retained 
to reach retailers in smaller and less concentrated markets. 


EVALUATION AND CONCLUSION 


The present distribution system does provide mass distribu- 
tion. It thus makes possible centralized mass production. In 
accomplishing this, however, the system uses labor very inef- 
ficiently. Particularly in smaller stores there are signs of poor 
inventory control and underutilization of facilities. There is very 
limited use of marketing to expand demand in the domestic mar- 
ket. The effort abroad has been increased, but the emphasis con- 
tinues to be on taking advantage of export opportunities which 
happen to come along. 

The weaknesses noted above are explained at least in part by: 


1. The existence of a secular excess of domestic ag- 
gregate demand relative to supply—a sellers’ market. 


2. The inefficient use of labor and of small business is 
viewed as a way of spreading the social cost of under- 
employment. 
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The Export Problem 


Japan’s key problem is to obtain political access to foreign 
markets and to improve her export marketing to make full and 
efficient use of such access, Neither the political nor the market- 
ing aspects of this problem have an easy solution. 

Large scale export marketing is inherently difficult and costly. 
It may well be that in the future the exporters of all countries with 
a large export business gradually will have to make a positive 
contribution to the development of markets abroad. It may no 
longer suffice to ship goods on a price basis into markets devel- 
oped by another nation’s producers, The economic strains and the 
poor relations which result are well known, 

It is recognized that the costs of modern marketing are high; 
the investment of capital is required to develop demand; and there 
are substantial risks involved. At the same time, if Japan’s ex- 
port demand could be expanded to a level ‘sufficient to obtain the 
imports necessary for full employment, the opportunities for 
domestic industry and the social benefits would be enormous, 
Such gains could offset more than a little expenditure on foreign 
marketing programs. 

Of course, progress in foreign marketing will be made in 
modest steps. For Japan, however, there is an urgency for more 
leaders in business and government to initiate and support such 
steps. As exports increase numerous domestic improvements 
will follow. Among these will be the widespread adoption of mod- 
ern marketing methods. In a fully employed and progressive 
economy modern marketing will be a vital part of the economic 
system. 


ol. MARKETING IN TROPICAL 
AFRICA* 


David Carson** 


Tropical Africa—composed of 22 sovereign states and 20 
colonial governments—has an astounding diversity of eth— 
nic groups, languages, political systems, economies, and 
historical traditions. Each of these factors has significantly 
influenced marketing structures and operations. Never- 
theless, marketing throughout the area is evolving in defi- 
nite directions. Although many current developments are 
based upon systems and methods of the industrialized West, 
Africans are very discriminating in what they adopt, and 
how they adapt them. Large trading firms not only handle 
most of the foreign trade of many African states, but they 
are also prime factors in collecting commodities for export 
and large-scale wholesalers and even retailers of imported 
and domestic merchandise. The Commodity Marketing 
Boards, set up during World War II to handle a temporary 
problem, have become primary economic instruments of 
several West African states. Even though department stores 
and supermarkets are to be found, much more typical of 
retailing are the hawkers, the market places, and the tiny 
general stores. 


ROPICAL Africa is an area of approximately 83 million square 
miles, almost three times that of the U. S, A, (excluding 
Alaska). Its estimated population of 175 million roughly equals 
that of the U. S. A, Twenty-two sovereign states and 20 territorial 
governments affiliated in varying relationships with the United 
Kingdom, Portugal, Spain, Belgium, and France rule the area, It 


*Assistance in conducting research on the subject of this paper was received 
from the African Studies Program, Boston University, and especially from Profes- 
sor Mark Karp. 


**David Carson, Professor of Business Administration and Coordinator, Mar- 
keting Curriculum, College of Business Administration, Boston University. 
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includes the entire continental land mass, with the exceptions of 
the predominantly Arabic nations skirting the Mediterranean 
littorals and the Republic of South Africa. 

Along with the East Indians, the Near Eastern nations of the 
Ancient World had trading contacts with mid-Africa centuries before 
the Christian era, and King Solomon, among others, is believed to 
have traded with regions as far south as Tanganyika. It was not 
until the eighth century of the Christian era, however, that as a 
result of the spread of Islam, active colonization was begun in the 
regions south of the Saraha. Modern colonization began with the 
Portuguese in the 15th century with the establishment of forts and 
trading posts on the West side of the Continent, followed by 
similar developments on the East coast, largely as way stations 
to India and the Far East. Trade with the natives was rather slow 
until the 17th century when the demand for slaves for the Ameri- 
cans spurred the growth of trading centers on the West coast from 
Dakar to the mouth of the Congo. With the abolition of the slave 
trade by the British in 1807, the economic significance of most 
African colonies declined, and excluding the British and Dutch 
agricultural settlements in South Africa, most European interests 
were centered about unimportant trading posts along the coasts. 
With the exception of Ethiopia, Tropical Africa was largely a maze 
of shifting tribal states by the middle of the 19th century. 

Explorations into the interior during the following decades 
made the European powers aware of the great potential wealth both 
above and below the surface of the earth, and by the start of the 
1880’s these powers—with France, Great Britain, and Germany in 
the lead—were trampling over one another in their race to ‘‘fulfill 
the white man’s mission of bringing ‘civilization’ to the benighted 
natives.’’ The aftermath of World War II saw the emergence of 
one independent nation after another, while other territories con- 
tinued to strive for self-sovereignty. The political and economic 
divisions and exploitations wrought by the European colonizers, 
coupled with centuries-old ethnic and tribal dissensions, have 
posed serious problems for these emerging nations. 

Fewer than one million of Tropical Africa’s inhabitants are 
non-Africans. The Africans, i.e. Negroes, have been classified 
into at least 10 major ethnic groups, and from approximately 750 
to 1,000 more or less clearly delineated sub-groups. Although 
language divisions are roughly akin to these ethnic divisions, in 
addition to the Western European tongues, at least three African 
languages serve as linguas francas over broad areas, 
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In spite of the basic pervasiveness of traditional social struc- 
tures and attitudes throughout Tropical Africa, the social changes 
sweeping the area have had their effect on every nation, every 
region, and every tribe. The family group remains the solid 
bastion of social and economic existence in most rural districts, 
but this is rapidly changing as men in particular move to urban 
districts, plantations, and mines to meet the demands of a more 
highly industrialized society; as the desire for greater material 
rewards for their efforts makes men less willing to share their 
earnings with their family and kinship groups; as indigenous 
cropping practices and land tenure systems are cast aside; and as 
newer forms of transportation and communications open men’s 
eyes and minds to the outside world. Old food taboos are being dis- 
carded; traditional trades are falling by the wayside, and new ones 
are springing up; money is replacing cattle and other possessions 
as the primary form of wealth and of exchange; pills are replac- 
ing the panaceas prescribed by witch doctors; and Western-style 
clothing and homes are becoming more common, even in remote 
districts. The pace of these changes has been particularly rapid 
during the past decade. 

Tribal customs have caused many Africans to refuse to become 
tradesmen, especially retailers, for fear that their kinfolk will 
help themselves to the merchandise inventories, viewing them as 
their relatives’ personal possessions, Other African businessmen 
behave as though their enterprises were solely family affairs, 
refusing to employ outsiders and distributing business income on a 
paternalistic basis. In some regions of Tropical Africa—par- 
ticularly in Nigeria, Ghana, and Sierra Leone—most retail trades 
are in the hands of women, referred to as ‘‘mammies.’’ Although 
the great majority are petty business women, a few have built up 
retail and even wholesale enterprises with sales equivalent to 
hundreds of thousands of dollars per year. 

Foreign interests create important social, economic, and 
political problems because of the large proportion of business en- 
terprises in their hands. Most large-scale plantations and mines 
are in this category, as are the few large manufacturing enter - 
prises, Foreign trade is largely in the hands of non-Africans, who 
also control the major wholesale establishments with which these 
import-export establishments are frequently linked. Since the 
typical African does not come into direct contact with the import- 
export and wholesale firms, his resentment against tradesmen is 
usually directed against the thousands of smaller wholesale and 
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retail businesses which serve him more directly. In certain 
West African areas many of these firms are owned and managed 
by people whose origins lay in the Near East, whereas in East 
Africa these smaller wholesale and retail tradesmen are likely to 
have roots in India, in Pakistan, or in the Arabic nations. 


ECONOMIC FACTORS 


Some form of money economy is known to have existed in 
West Africa for at least the past four centuries, but until recently 
the majority of this area’s livelihood was based almost entirely 
upon a subsistence economy. Under this system the peasant 
tribesmen obtained from their lands, forests, and waters by their 
own labor not only the necessities of life, as they viewed them, but 
also many comforts and even luxuries. It is estimated that 69 
per cent of the total cultivated area is devoted to such subsistence 
production today, occupying approximately 60 per cent of the male 
adult population. This pattern of economic stagnation is gradually 
being broken as small-scale agricultural producers take up the 
cultivation of cash crops, largely for export; as large-scale 
agricultural, mining, manufacturing, and other industries provide 
opportunities for outside employment; as immigrants from more 
economically advanced nations settle in the area; and as kinship 
ties are weakened by increasing geographic and social mobility. 
Today most nations of this area mix subsistence and money 
economies, with the transition clearly from the former to the 
latter. 

In view of the widespread existence of a subsistence economy, 
coupled with large-scale unemployment in industrialized as wellas 
in rural districts, it is not surprising that cash incomes are very 
small by Western standards, with average annual per capita income 
barely reaching $100 in ‘‘wealthy’’ nations, such as Ghana, Nigeria, 
the Ivory Coast Republic, and Uganda, and approximately half this 
amount in more depressed countries, such as Angola, Ethiopia, 
and Somalia. In spite of these low current income levels, they 
are nevertheless several times higher than the pre-World-War-II 
figures in most nations, largely due to the price rises in world 
markets during and after the war for major export commodities, 
including cacao, tin, columbite, etc. 

Any consideration of the tertiary segment of Tropical Africa’s 
economy must emphasize two institutions because of their unique- 
ness: (1) the major trading companies, and (2) the Marketing 
Boards. 

Most foreign trade is conducted by a small number of import- 
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export companies of foreign origin. It is estimated that six or 
seven companies handle between two-thirds and three-fourths of 
the entire foreign trade of West Africa, where such oligopoly is 
more striking than in the East. As a rule, these companies extend 
their buying and selling activities far beyond foreign trade by col- 
lecting produce from farms and from other sources of primary 
materials, and by distributing a wide variety of finished consumer 
goods at the wholesale level and, at times, at the retail level as 
well, 

The largest trading firm of Tropical Africa isthe United Africa 
Company, an affiliate of Unilever, Ltd. The United Africa Company 
is believed to carry on over one billion dollars worth of trade an- 
nually, most of it in West Africa from Dakar to the Congo, although 
its operations in East Africa and in the Near East are also size- 
able. The firm is reputed to handle at least one-third of the entire 
import trade of the West African sterling area, and only a somewhat 
lesser proportion of the export trade. Its purchases cover all 
major primary products exported from the region: palm oil, palm 
kernels, cotton, sesame seeds, copra, kola, peanuts, hides, skins, 
rubber, wood, and minerals. Sales of its wholesale and retail 
subsidiaries include every type of import known to Africa, 

The various types of Commodity Marketing Boards found in 
certain West African territories, formerly or currently ruled by 
Great Britain or France, are most influential today in Nigeria, 
Ghana, Sierra Leone, and Gambia. They regulate the buying and 
selling of peanuts, palm kernels and oil, cacao, cottonseed and lint, 
and small quantities of other commodities. With the outbreak of 
World War II it became hazardous to ship these crops abroad, 
and exporters therefore would have decreased their purchase 
commitments for the following season, thus precipitating a glut of 
these commodities in the African markets, The British colonial 
governments, in cooperation with London, therefore set up quasi- 
governmental boards for various commodities—generally a single 
board within a territory for each major commodity—to handle 
shipments and sales of these products. During and following the 
war, the organization and operations of these boards became more 
highly formalized, since the need for stabilization remained great 
in order to counteract the effects of weather and of world-wide 
fluctuations in volume and in prices. 


POLITICAL FACTORS 


The areas of business in which some African governments ex- 
ert influence and power often surprise Americans, As in many 
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European countries, governments in Tropical Africa usually own 
and operate most public utilities including railroads, civil aviation, 
ports, and power utilities, but they tend to consider industrial 
development as essentially the responsibillty of private enter- 
prise. In order to stabilize trade, some governments license 
wholesalers and retailers, Tanganyika and Nyasaland among 
them. Furthest along the path towards state regulation of distribu- 
tion is Guinea, where a state trading monopoly imports all mer- 
chandise into the country and controls its distribution through 300 
state stores and large numbers of private stores. 

Numerous barriers to the flow of goods or to the entry of 
traders into particular districts or trades exist on a less formal 
level in certain regions. In some parts of Nigeria, Hausa chiefs 
(the principal dealers in cattle) regulate the number of cattle to be 
sold and their prices, and in other districts local sellers occasion- 
ally try to prevent farmers from selling their produce in town. 
Unions (actually guilds) of market ‘‘mammies’’ in Nigeria and 
Ghana at times attempt to hinder new competitors from entering 
their districts by the use of force, though such efforts have on the 
whole been ineffective. 


CONCEPTS OF BUSINESS AND MARKETING 


In common with their counterparts elsewhere, better -educated 
and more sophisticated Africans generally have a sounder under- 
standing of the positive role played in society by business in 
general and by marketing in particular than their less fortunate 
fellows. Since the latter are in the overwhelming majority, it 
would therefore seem that most Africans have little regard or ap- 
preciation of marketing. 

African folk tales are more often accounts of slyness than of 
rescue and sacrifice, and this concentration on cunning appears to 
mold attitudes towards contemporary institutions. Accumulated 
wealth is widely thought to be earned solely by the impoverishment 
of customers and of competitors, and profit margins of trades- 
men, especially of retailers, are believed to depend entirely on 
their personal decisions and desires. An indication of the low 
esteem with which trade is regarded is the fact that it is often an 
avocational interest; e.g., more prosperous African farmers, 
lawyers, and doctors frequently conduct small or large trading 
firms as sidelines in much the same manner as their peers in the 
U. S, A, carry on stock market transactions. 
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A considerable amount of trade was carried on in some dis- 
tricts of Tropical Africa centuries before Europeans entered the 
area and established their own forms of distribution, and some of 
the indigenous trading patterns remain important to this day. A 
fairly large-scale example is the cattle industry of West Africa, 
where most cattle are bred and reared by Fulani tribesmen of 
Northern Nigeria, Ghana, and sections of what was French West 
Africa, and sent South—at times 1,000 miles or more—to the 
principal areas of consumption. 

The following are some general characteristics of current dis- 
tribution in Tropical Africa: 


(1) Concentration: Foreign trade and large-scale whole- 
saling are concentrated in the hands of relatively few 
firms, ranging in size from giants such as the United 
Africa Company, to relatively modest Levantine com- 
panies in West Africa, or Asian firms in East Africa. 


(2) Regional Variations: In general the scale and scope 
of trading firms in West Africa are considerably great- 
er than those in East Africa. 


(3) Variety of Activities: Trading firms of all sizes tend 
to carry on a wide variety of activities simultaneously 
—buying and selling, granting loans, handling many dif- 
ferent kinds of merchandise, and performing a wide 
mixture of wholesale and retail functions, 


(4) Assemblers: Middlemen tend to be very important as 
assemblers where commodities like cacao or copra 
must be gathered at frequent intervals in small quan- 
tities over wide and remote areas, but they seem to 
have little or no place where products (e.g., timber) 
must be moved with difficulty and at great expense, or 
where the products require considerable private or 
governmental control and protection (e.g., diamonds, 
gold, and uranium). 


(5) Small Quantities: Merchandise tends to be moved in 
very small quantities at both the wholesale and retail 
levels because of the generally low buying power of the 
consumer. A natural concomitant is the high markup 
often found on these goods because of the exorbitant 
costs of handling small quantities. A petty retailer 
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finds it natural to sell a single lump of sugar or one 
cigarette. 


WHOLESALING 


Just as the major trading firms generally work through one or 
more echelons of middlemen in the collection of produce for ex- 
port, they also work through one or more echelons of wholesalers 
in the distribution of imported merchandise and of domestic 
goods. In many instances these same middlemen carry on both 
assembling and distribution activities, 

Although some foreign manufacturers supply their goods di- 
rectly to importers in Tropical Africa on the latters’ orders, it is 
more common for major foreign manufacturers to appoint dis- 
tributors in Africa to sell directly to the public in larger towns 
and to serve as wholesalers to retail dealers in the more remote 
areas. In many instances foreign manufacturers are represented 
in African cities and towns by agents who display samples. 
quote prices, and prepare orders for dispatch to the foreign 
manufacturers, At times these agents act as local wholesalers 
and also as local retailers for these foreign manufacturers. Be- 
cause of the high risks involved in doing business on credit, 
particularly with itinerant retailers, many wholesalers sell only on 
cash terms. On the other hand, small shopkeepers in remote 
areas may make all of their purchases from a single wholesaler 
‘tin town,’’? which may be several hundred miles away and there- 
fore cannot be visited frequently or easily, in which case long- 
term credit arrangements may be the rule rather than the ex- 
ception, 


RETAILING 


Tropical Africa does have supermarkets, department stores, 
and other advanced forms of retail distribution, but most of 
these establishments are affiliated with large trading firms and 
other European-oriented enterprises. Much if not most of their 
sales volume is accounted for by Europeans and ky other non- 
Africans. Much more representative are the major segments of 
petty trade—the hawkers, the market places, and the tiny general 
stores. 

Hawkers ply the streets of cities and towns on foot, crying out 
their wares, or they cycle from village to village, often following 
a regular route. They tend to concentrate on merchandise which 
has a high value to bulk, such as medicinal pills, toiletries, and 
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small measures of tea, salt, and sugar. As is true elsewhere in 
the world, the reliability of many hawkers is questionable. 

African market places have existed for centuries. They have 
been described as the original supermarkets, with considerable 
emphasis on self-selection and even self-service. In the larger 
markets merchandise is usually grouped by classification. The 
size of the markets varies considerably and the frequency with 
which they are held ranges from sporadic or weekly in the more 
remote areas, to daily in larger cities and towns. 

Some remote regions rely entirely on a system of widely- 
scattered markets as a means of distribution. Consider North- 
west Ethiopia, where such markets serve as places to exchange 
locally-produced goods, as points of distributing goods to con- 
sumers in distant places, and as a means of assembling regional 
surplus products for shipment to locales where they are in demand. 
At the other end of the scale there is the market of Ibadan, 
Nigeria, containing about 3,000 small stalls, most of them tended 
by women, Large assortments of foods and non-foods are avail- 
able here, and sizeable selections of both foreign and domestic 
manufactures. 

Tiny general stores are often located at mere crossroads, and 
are frequently run by non-Africans or by Africans not native to 
the particular district. The proprietors buy and sell a bit of 
everything in demand pertaining to the person, to the home, and to 
the farm. The crude stores are often open all hours of the day and 
night, serving their communities as social as well as trading 
centers. Credit is sometimes offered at usurious rates inasmuch 
as risks tend to be inordinately high. Since many of these shops 
have monopolies in their districts, price abuses are not unknown. 
In spite of their current importance and ubiquity, these small 
shops are gradually losing business to company-run stores af- 
filiated with plantations, mines, and other large-scale enterprises; 
to stores and markets located in cities and towns; and, on a lesser 
scale, to consumer cooperatives, 


MARKETING PRACTICES 


In view of the low incomes found among Africans of all regions, 
the area is essentially a poor man’s market, even though con- 
sumers are hardly unsophisticated as to what they want, nor are 
they bashful about expressing their wishes. Women often become 
very much attached to a certain style of fabric, garment, and/or 
color, refusing to consider innovations; and brand loyalties and 
prejudices are frequently deeply ingrained. Spending habits may at 
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times be channeled to surprising extremes, as was revealed in a 
study of mine workers in Northern Rhodesia who, over a period of 
several months, spent 90 per cent of their disposable income on 
clothes. 

The metric and British systems of weights and measures are 
widely accepted in the various territories for foreign trade, but 
internal trade within the African nations often suffers because of 
the great diversity and uncertainties of weights and measures. 
Some commodities are quoted in such vague terms as bundles or 
heaps, and their meanings vary greatly from regionto region. 

Prices in Western-type wholesale houses, department stores, 
specialty shops, and chains are usually fixed, but the great majority 
of trade at all levels of distribution is transacted on the basis of 
haggling and bargaining. Because his income is so low, the 
African consumer is likely to be a very careful shopper, taking 
great care to inform himself about the quality and value of mer- 
chandise, to the annoyance of those sellers who still believe that 
Tropical Africa is a place to ‘‘dump’’ unwanted and shoddy goods. 


SUMMARY 


There are few areas of the world in which social, economic, 
political, anthropological, and historical factors are interwoven as 
complexly with marketing as in Tropical Africa. As this great 
area continues to develop, the interactions of these fundamental 
factors with marketing should be a most important learning ex- 
perience for marketers and for marketing students. The rest of 
the world should be able to contribute much toward this develop- 
ment and, in doing so, much is to be gained by all. 


92. MARKETING IN PUERTO RICO: 
INDUSTRIAL DISTRIBUTION IN 


A DEVELOPING ECONOMY 


Richard F,. Armknecht, Jr.* 


Industrial distribution in Puerto Rico has not kept pace with 
the rapid industrialization of the country. This can be 
attributed to a lack of government interest, which in turn 
has limited the opportunities of growth in this activity. As 
a result, trained management from the United States has 
been channeled solely into the productive areas, where 
government support has been prevalent. 


ODAY, I should like, very briefly, to discuss with you indus- 

trial distribution in an economy that has undergone—and is 
continuing to undergo—very rapid industrialization. The discus- 
sion will center around these questions: 


1. In such a rapidly industrializing economy, does the 
efficiency of industrial distribution tend to keep pace 
with the efficiency of the manufacturing industries which 
it is supposed to support? 


2. If not, why not, and what can be done to bring the 
standards of industrial distribution more in line with 
those of industry itself? 


The specific context in which we are now examining these ques- 
tions is the economy of Puerto Rico. The degree to which con- 
clusions about Puerto Rico can be generalized to apply to other 
rapidly industrializing areas would, of course, vary from instance 
to instance. But I suspect that generally the transferability should 
be high because Puerto Rico, at least at the start of its develop- 
ment program, had much in common with areas which are now 


*Richard F. Armknecht, Jr., Marketing Research Manager, The William 
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just beginning to industrialize—it was poor; it had large numbers 
of unemployed; it had little background in industry; and, it hada 
largely agrarian economy. 

While Puerto Rico is a special case in the sense that there is 
no customs barrier with the United States, many underdeveloped 
areas—the new Commonwealth nations in Africa for example—are 
within the tariff unions of major industrial powers. While Puerto 
Rico has special incentives to attract industry, so do many other 
areas. And while Puerto Rico is also a special case in that it 
started its industrialization drive earlier than most, this simply 
makes it a living case history from which less advanced areas can 
attempt to learn useful lessons. 

First let me cite just a few statistics which will make the rapid 
progress of manufacturing in Puerto Rico—and the progress of 
the economy as a whole—concrete. As of June 1961, 821 plants 
which the Puerto Rican Economic Development Administration had 
either promoted or assisted were in operation on the Island and 
were employing a total of 55,618. The per capita income in 1960 
had risen to $571 and the average family income to $2,724. 

A broad governmental program of tax abatements, subsidized 
plant rentals and help in training unskilled labor has been the 
underpinning of the industrial development program. While some 
local companies have established plants under the incentives 
which the government has offered, most of the companies which 
have taken advantage of the program have been branches of main- 
land firms. These companies have simply transplanted experi- 
enced management and advanced management techniques to Puerto 
Rico. In consequence, these Puerto Rican manufacturing opera- 
tions are usually as modern and efficient in their methods as their 
mainland counterparts. 

In contrast to industry itself, industrial distribution receives 
no special governmental encouragement. Perhaps this lack of 
special incentive has been the factor deciding mainland supply 
firms—with the exception of one or two specialized concerns—not 
to locate branches in Puerto Rico. In any event, unlike the situa- 
tion which is found in industry, the management of industrial 
supply distribution is largely in the hands of Puerto Ricans. 

The local distribution of industrial supplies in Puerto Rico is 
primarily handled by two quite different types of organization. 

The first type is the independent nonstocking manufacturers’ 
representative. These organizations are generally one-man con- 
cerns; they represent several manufacturers; they work out of 
their homes; and they call on industrial accounts throughout the 
Island. They simply solicit and, in most cases, transmit, orders; 
they do not become involved with the merchandise itself. 
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The second—and by far the more important—type of organiza- 
tion is the general line industrial supply house. These houses buy 
direct from mainland manufacturers or from mainland export 
agents. They handle all types of industrial supplies; they take 
title; they maintain stocks. Some of these general line industrial 
supply houses are quite large; at least five have annual sales of 
over $1,000,000. But it is difficult to determine what the volumes 
of these firms would be if they engaged solely in purveying in- 
dustrial supplies to manufacturers. This is because the supply 
houses generally also act as wholesalers to small hardware re- 
tailers, as retailers to the general public, and, in some instances, 
as contractors. 

The industrial supply houses are almost all family enterprises 
and typically have been in business—on a much smaller scale to be 
sure—since before the industrialization program began. In some 
ways they have grown with the industrial economy. For example, 
most have larger, more modern quarters and many have installed 
inventory control systems which are at least better than those 
which they previously had. 

But, according to many manufacturers located in Puerto Rico, 
local industrial supply distribution is considerably behind main- 
land norms on the two primary tests of effectiveness—the tests of 
price and service. 

In regard to the price of industrial supplies, there is, of 
course, a tremendous range in the differentials between Puerto 
Rican and mainland prices. But differentials on the order of 15 to 
20 per cent seem to be most common. Only part of this can be ex- 
plained in terms of such ‘‘expected’’ factors as additional trans- 
portation expense. Some of the unexpected differential is in higher 
distributor profits but most of it appears to be the result of lower 
distributor efficiency. 

As to service, Puerto Rican industrial supply firms are found 
to be out-of-stock more frequently than their mainland counter- 
parts. Many manufacturers also complain that, while they are 
reasonably sure that certain products are available locally, they 
are unable to easily find out where. Manufacturers attribute this 
to the scarcity of outside salesmen—many manufacturers are 
called upon only by the independent nonstocking manufacturers’ 
representatives, and then infrequently. Manufacturers also feel 
that the absence of distributor catalogs and direct mailings con- 
tributes to their lack of information. 

So, at least in the case of Puerto Rico, we can answer our 
first question with a ‘‘no.’’ That is to say, the efficiency of indus- 
trial distribution does tend to lack the efficiency of the manufactur- 
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ing industries which it is supposed to support. There exists, in 
fact, what may be termed a ‘‘distribution gap.’’ This problem 
might be ignored except for the fact that its practical effect.is to 
weaken the economy’s’ industrialization drive. It is true that the 
additional expense arising from unnecessarily high prices of in- 
dustrial supplies is comparatively small, owing to the relatively 
low importance of industrial supplies in industry’s total expenses. 
It is also true that profitability arising from other factors is 
usually more than enough to offset this cost disadvantage. But the 
fact remains that industrial supply distribution is a disappointing 
aspect to what is otherwise a generally very satisfactory situa- 
tion; it constitutes an unnecessary irritant. 

Having dealt with the question of whether a distribution gap 
exists, we can now look at why it should exist and what can be 
done to improve the standards of industrial distribution. The 
basic reason for the distribution gap has, of course, already be- 
come clear. Industrial distribution, while helped by the greatly 
increased market which has been created for it, has had to pro- 
gress on its own resources of management skills and attitudes. 
Manufacturing, to which distribution is being compared, has, on 
the other hand, been created with advanced standards already es- 
tablished. Industrial distributor policies which might have been 
appropriate to an unawakened economy—for example, policies of 
high markups and very limited service—are no longer appropriate 
when the economy begins to develop vigorously. But many indus- 
trial supply houses have had difficulty in changing their approach 
to the demands of the times. Furthermore, even with a changed 
attitude, supply house managements do not have the know-how to 
put new methods into effect. There is very little contact with the 
mainstream of U. S. industrial distribution innovation. No Puerto 
Rican industrial supply house, for example, belongs to either the 
National Industrial Distributors Association or to the National 
Wholesale Hardware Distributors Association. 

To help improve the industrial distribution situation, govern- 
ment could consider attention to distribution on integral part of its 
industrialization program. It could take at least two broad ap- 
proaches towards improving industrial supply and, thus, towards 
improving the area’s desirability as an industrial location: 


1. Educational efforts could be undertaken among the 
distributors with a view towards showing them the need 
for and giving them the means to improve their ef- 
ficiency and thus to be in a better position to lower their 
prices and improve their services. 
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2. Incentives could be offered which would encourage new 
distribution firms to enter the market. Competition would 
thus be increased and distributors might be forced to 
improve their methods at least to some degree in order 
to survive. 


Without some effort along one or both of these lines—prefer- 
ably with emphasis on the former—it seems clear that the dis- 
tribution gap will continue and perhaps widen—to the detriment of 
the area’s industrialization program. 


> 


Part Three 


INTERNATIONAL MARKETING — 
THE CHALLENGE OF COMPETITION 


C. International Marketing Education 


93. INTRODUCTORY COMMENTS 


Laurence Dowd* 


The recent formation of international integration systems 
that extend beyond national boundaries, has increased the 
complexity of the decision-making process that Marketing 
Managers will have to face. The marketing curriculum will 
have to be changed if today's students are to be able to 
meet world wide marketing competition that is just begin- 
ning to come into focus. A course in International Market- 
ing Management is being taught in many of our schools 
today. This isa step in the right direction, but in no way 
should this be considered as a solution to this increasingly 
important problem area. 


EMBERS of the American Marketing Association and guests 
our topic for discussion is ‘‘academic needs in a new era of 
world-wide marketing competition.’’ 

Last June at the 44th National Conference of the American 
Marketing Association, held at Los Angeles, California, there was 
for the first time to my knowledge a special session on interna- 
tional marketing. At that time business executives—marketing 
managers—discussed the significance of new economic and busi- 
ness developments throughout the world for their corporate plan- 
ning and decision making. Consequent upon the formation of the 
European Economic Community, the Latin American Common 
Market, and the economic expansion of both the developed and 
developing areas of the world, alert ‘siness organizations were 
taking a ‘‘new look’’ at their marketing management. All em- 
phasized that no longer could they consider merely exporting—or 
marketing to foreign countries. Rather today it is necessary to 
engage in ‘‘marketing in foreign countries.’’ Moreover, product 
markets are no longer limited to particular areas: product mar- 
kets are now world wide. And the marketing manager must be 
ready to make marketing decisions without regard to particular 
national entities. 


*Laurence Dowd, San Francisco State College. 
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From the presentations and discussion at that session it be- 
came apparent that our educational institutions need to reexamine 
their marketing curriculum to consider necessary changes if a 
position of dynamic leadership is to be maintained. 

As the theme of this 45th National Conference is so excellently 
stated, marketing has definite social responsibilites. More im- 
portant for us, marketing education likewise has social respon- 
sibilities. No longer can we merely look internally to our domes- 
tic economy. Not to do so can only mean that we are evading our 
social responsibilities as well as abdicating our leadership in 
marketing education. But the task is not simple. Complex prob- 
lems are created and traditional trends in our educational pro- 
esses must be overcome. 

A number of our institutions are accepting this responsibility. 
During the past two years the business faculty at San Francisco 
State College has held a number of extensive meetings to discuss 
desirable and necessary changes in our curriculum. A number of 
significant changes have already been made. But we believe that 
we have merely scratched the surface. More changes and re- 
visions in our curriculum are necessary. Before we can make 
them we believe we should have the benefit of ideas being gener- 
ated at other institutions. 

We are fortunate to have with us today faculty members from 
other institutions which have also assumed this responsibility and 
which are carefully evaluating their academic needs in this new 
era of world-wide marketing competition. 


24. SOME NEW DEPARTURES FOR A 
CURRICULUM IN INTERNATIONAL 
MARKETING 


Franklin Root* 


An international marketing curriculum must do two things: 
it must lay the basis for technical competence in interna- 
tional marketing, and it must build a foundation of con- 
cepts and knowledge essential to effective communication 
with individuals and groups belonging to cultures other 
than one's own. 


NTERNATIONAL marketing now stands at the threshold of ex- 

citing new departures which are bound to affect its theory, 
instruction, and practice in the years ahead. It is the purpose of 
of this short paper to sketch the implications of two of these new 
departures for education in international marketing and, more 
broadly, international business. 


OBJECTIVES OF AN INTERNATIONAL 
MARKETING CURRICULUM 


What should be the objectives of an international marketing 
curriculum? Clearly this will depend in part at least on the edu- 
cational level of the students—undergraduate, graduate, or execu- 
tive. We suggest, however, that the dominant objective of an 
international marketing curriculum comprising two or more 
courses should be the preparation of men and women for execu- 
tive careers in international business. A curriculum with this 
objective must accomplish two things: (1) it must provide the 
basis for technical competence in international marketing; and 
(2) it must build a foundation of concepts and knowledge essential 
to effective communication with individuals and groups belonging 
to cultures other than one’s own, 


*Franklin R. Root, Associate Professor of Marketing and International Busi- 
ness, University of Pennsylvania 
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The ability to deal with people of his own and other cultures is 
probably the most important quality of the successful executive in 
international marketing. An executive of any sort is likely to fail 
more often because of a failure to communicate effectively with 
other humans than because of a failure of technical performance. 
Technical competence he must have—but it is not enough. When 
an executive must deal with people who are members of a culture 
greatly different from his own the problem of communication be- 
comes formidable indeed. A curriculum that does not recognize 
this problem of cross-cultural communication or does not treat it 
in a systematic, analytical way is failing to prepare its students 
for a critically important set of relationships which they will 
surely meet with in international marketing. 

The preparation of students for effective cross-cultural com- 
munication involves the study of concepts and behavioral models 
that have been developed by cultural anthoropology and other dis- 
ciplines which have explored patterns of cultural behavior and 
relationships between cultures. But this is not enough. These 
concepts and models must be related as closely as possible to the 
activities of the business enterprise practicing international 
marketing. This is a job that must be done by teachers and schol- 
ars of international marketing. It is a measure of the formidable 
intellectual difficulty attending this new departure in international 
marketing, and it is why we have called this departure ‘‘new’’, 


THE CONTRIBUTIONS OF ANTHROPOLOGY 
AND OTHER BEHAVIORAL DISCIPLINES 


Cultural anthropology is likely to be the richest source of 
concepts and behavioral patterns that clarify the structure and 
functioning of cultures and cross-cultural relations. Cultural 
anthropology has developed analytical approaches to the study of 
how human groups adjust to their environments and how they seek 
to better their ways of living. It seeks to create models of cul- 
tural behavior involving adjustments to internal and external 
change. Some concepts of cultural anthropology which have 
relevance to cross-cultural communication so necessary to ef- 
fective international marketing are listed below: 


culture traits (elements) innovation 
culture complexes adjustment 
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culture areas attitudes 
diffusion ideology 
acculturation social patterns 
cultural personality status 

family status symbols 
ethnocentrism taboos 

culture shock communication 


Sociology is also rich in concepts of interest to the teacher of 
international marketing. Indeed sociology and anthropology over- 
lap to a considerable extent although the former has paid less at- 
tention to foreign cultures and intercultural relationships. Some 
sociological concepts that bear on cross-cultural communication 
are as follows: 


folkways social stratification 
mores social distance 
institutions values 

cultural accumulation social change 

cultural variability social adjustment 
face-to-face groups status 

secondary groups stereotypes 

in-group communication networks 
out-group 


Although anthropology and sociology make the most direct con- 
tributions towards an understanding of one’s own and other cul- 
tures and relations between them the teacher and scholar of 
international marketing may gain useful insights from social 
psychology, demography, and geography. Nor should economics 
and political science be neglected in this connection, 

The introduction of anthropological, sociological, and other 
behavioral studies into the international marketing curriculum in a 
systematic analytical way will not be easy. The behavioral sci- 
ences are in an early stage of intellectual development and they 
are far richer in concepts than in behavioral models. Moreover, 
behavioral scholars frequently disagree among themselves, 
Despite these obstacles the contributions which the behavioral 
sciences can make to a curriculum in international marketing are 
great indeed. Successful performance in international marketing 
is critically dependent on successful cross-cultural communica- 
tion, and we as teachers of international marketing have an obli- 
gation to prepare our students in this area. 


? 
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THE CONTRIBUTION OF QUANTITATIVE 
METHODS TO INTERNATIONAL 
MARKETING 


In addition to preparing students to communicate more effec- 
tively across cultural barriers the international marketing cur- 
riculum must lay the basis for technical competence in interna- 
tional marketing, particularly at the executive level. Here quan- 
titative methods can make a significant contribution. 

We are all familiar, at least in a general way, with operations 
research, But there is little evidence that teachers of internation- 
al marketing are making use of quantitative methods in their 
courses, This is probably true even of statistics. Admittedly 
there are difficulties when students are grossly deficient in math- 
ematical background but with the higher mathematical require- 
ments now being imposed on students at many institutions these 
difficulties should greatly diminish in the future. It should become 
possible to utilize operations research techniques such as linear 
programming and decision theory to help clarify and resolve many 
problems in international marketing such as the optimum use of 
selling effort, pricing, storage, transportation routes, and location. 
But we need not wait for mathematical sophistication on the part 
of our students—there is a quantitative tool we can use right now. 


MANAGEMENT DECISION GAMES 


Management decision games can be a valuable pedagogical tool 
to the teacher of international marketing. The use of such games 
represents a second new departure for a curriculum in interna- 
tional marketing. 

Management decision games employ quantitative models with 
parameters and interacting variables that represent a business 
situation, The output or results of a business game model are 
determined by the decisions of the players. Business games come 
in all shapes and forms. They may represent any level of manage- 
ment and any business area or combination of areas. They may 
pertain to a specific industry or be unspecified in that regard. 
Teams may compete against an environment, against each other, 
or against both. Business games may be dynamic involving a 
feedback which makes the conditions of one period the result of 
decisions made in preceding periods or they may be static. To 
carry out the computing procedure business games may require 
electronic computers or nothing more than entries scored by hand. 
To sum up, business games can be constructed for all kinds of 
business situations and at all levels of complexity. 


NEW DEPARTURES FOR CURRICULUM 457 


Dynamic, non-computer games offer great prospects to teach- 
ers of international marketing. They may be constructed and 
adapted by teachers, and they may be scored by hand or by cal- 
culating machines. Key decision areas in international marketing 
such as pricing, promoting, selecting channels, locating, financing, 
and buying may all be handled in business games. International 
games may include as variables or parameters tariffs, quotas, 
exchange controls, and other government restrictions on trade 
and payments; exchange rates; tax rates, etc. International games 
may comprise one or plural foreign markets; one or plural prod- 
ucts; licensing and foreign subsidiaries in addition to export and 
import operations; and so on. 

Management decision games have several pedagogical advan- 
tages. Students actively participate and become highly involved in 
the game which they tend to accept as a real-life business situa- 
tion. Students are forced to make decisions in business situations 
with a substantial number of interacting variables and under con- 
ditions of uncertainty, and in dynamic games they must live with 
the results of those decisions (as well as the results of decisions 
made by competing students). Decision-making forces the student 
to search for the structural relations and key factors of the busi- 
ness situation. In short, business games can provide an educa- 
tional experience that cannot be matched by other methods. 

Business games, however, are not a substitute for other 
teaching methods. Indeed they are likely to have little value and 
even be dangerously misleading to students when used in isloation. 
They must be closely integrated with lectures, class discussion, 
and reading assignments. Instructors and students must also be 
aware of the limitations of business games that derive from the 
use of a model that can only be a partial representation of the 
complex reality of international marketing. But when properly 
used business games add a new dimension to the teaching of inter- 
national marketing. 


CONCLUDING NOTE 


The teaching of international marketing will develop on a much 
broader base in the future than in the past. It will continue to rely 
heavily on economics and a selective use of political science, but 
it will also increasingly incorporate the concepts and methods of 
the behavioral sciences and operations research when they have 
relevance to its purposes and subject matter. A more compre- 
hensive and rigorous discipline will come out of these efforts and 
one more capable of preparing our students for careers in inter- 
national marketing. 


99. SHOULD COMPARATIVE 
MARKETING BE INCLUDED IN A 


CURRICULUM IN INTERNATIONAL 
DISTRIBUTION?' 


Hale A. Newcomer* 


The different channels of distribution characteristic of 
marketing in different countries of the world are of consid- 
erable importance to those who would sell abroad or buy 
from foreign sellers. The methods of marketing are often 
quite different and Americans must often make adaptations 
in their distribution methods in order to sell their goods 
overseas. The relative merits of studying Comparative 
Marketing systems, some of the obstacles encountered, and 
a possible solution of the problem are discussed. Special 
emphasis is placed on the role of Comparative Marketing 
in the inland college or university which has no special- 
ized program of International Business. 


THE PROBLEM DEFINED 


OMPARATIVE Marketing is relatively new as a possibility of 

being included as a subject for International Distribution,! 
The different marketing systems are, of course, quite old. Many 
foreign systems pre-date ours by a considerable time, and in fact, 
some are the basis for the development of the American market- 
ing system. In the United States, methods of distribution are 
based on the English system primarily, but certainly both the 
German and French methods have had considerable influence, 
This has also been true to a lesser extent of the Austrian, Dutch, 
Scandinavian, and Italian systems. 

Some of the general business and economic systems of enter- 
prise are studied and compared in courses in Comparative 


*Hale A, Newcomer, Assistant Professor of Marketing, University of Missouri. 


1. Distribution is used synonomously with marketing in this paper. 
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Economics. It is important to analyze such matters, for they 
form a background under which the entire political economy 
operates. However, such studies do not go far enough. Some- 
where, there should be an analysis of how factories are operated 
and managed in different cultures, how credit and financing are 
arranged, and how goods are distributed once produced or im- 
ported. We might call these areas Comparative Production 
Systems Analysis, Comparative Financial Analysis, and Compara- 
tive Marketing. Although all are important, this discussion will 
consider essentially Comparative Marketing, its role in An In- 
ternational Distribution Curriculum, some reasons why the sub- 
ject should be taught, and a few of the obstacles in teaching 
Comparative Marketing. 

Such a discussion must include comments concerning Inter- 
national Marketing curricula in general. Although considerable 
thought has been given to the development of such curricula, little 
attention has been given to building courses in International 
Marketing to fit the standard Business Administration curriculum 
present in many colleges and universities. Hence, the school 
which wants only a minimum of International Marketing has a 
distinct problem in deciding what material should be included and 
what can be left out. As the placement of Comparative Marketing 
is directly related to the role of International Marketing in a 
curriculum of Business Administration, an effort will be made to 
find a place for Comparative Marketing. 


PAST EXPERIENCE WITH COMPARATIVE 
MARKETING 


Actually, little has been done to date to develop Comparative 
Marketing as a subject of International Marketing. Fortunately, 
Professor Robert Bartels of The Ohio State University is current- 
ly in charge of a committee which is undertaking a study of Com- 
parative Analysis of Marketing Methods Abroad. This year’s 
project is wholesaling procedures in different countries. Each 
member of the committee is studying wholesaling in a particular 
country, and interpreting some of the local business practices in 
terms of certain prevailing social and economic conditions. The 
total study will, undoubtedly, take considerable time to complete, 
but the wholesaling part will make a valuable start. 

Attention also should be called to an article in the Journal of 
Marketing, October, 1961, entitled ‘‘Channels of Distribution for 
Consumer Goods in Egypt,’’ by Harper Boyd, Jr., Abdel Aziz el 
Sherbim, and Ahmed Fouad Sherif. This study gives a good 
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documentation of distribution practices in Egypt. There have been 
a few other studies published in various journals; however, not all 
are suitable for use in studying comparative marketing systems. 
Fortunately, many teachers of International Marketing have had 
occasion to become acquainted intimately with marketing systems 
in different parts of the world and such teachers should be en- 
couraged to make their experience available. 


REASONS FOR STUDYING COMPARATIVE 
MARKETING 


At this point, perhaps some of the reasons for teaching Com- 
parative Marketing material should be considered. Is such work of 
benefit to the student planning to work overseas with a private 
concern? Is it beneficial to the young man or woman planning to 
make a career in the Foreign Service of the Federal Government? 
Is it useful to the student planning to work sometime for a large 
scale exporting or importing operation in this country? Is it well 
to include such work for the student interested in working for a 
smaller company located in this country which may only inciden- 
tally do some exporting or importing? 

The following points can be made in support of including Com- 
parative Marketing in an International Business Curriculum, 
whether the school wishes to formally specialize in International 
Business or not, 

First, the academic profession is ‘‘in business’’ to help pre- 
pare generations of young people for their future careers. There- 
fore, any course, subject or curriculum must meet this basic 
prerequisite. Comparative Marketing does this very nicely. Any 
study of the different marketing systems, far from proliferating 
the study of marketing, broadens the student in his approach to the 
entire subject and enhances learning at a higher level through 
comparative analysis. At the same time, studying the American 
marketing system in the light of its relative strengths and weak- 
nesses should serve to give American students confidence in their 
country’s methods of distribution. 

Second, the study of comparative marketing would help foreign 
students attending school in this country to understand how Ameri- 
cans distribute goods in comparison with methods of distribution 
of foreign countries. This may help the foreign student to adapt 
some of the better American methods to his country’s system, and 
perhaps the foreign student may have some suggestions for dis- 
tributors in the United States, Certainly foreign students can give 
any course concerning comparative distribution systems the 
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benefit of their experience and research. Perhaps this is one way 
subject matter may be accumulated; each student from another 
country who is interested in marketing might be encouraged to do 
research on the system used in his particular country and to com- 
pare it with distribution methods used elsewhere. 

Third, individual professors and schools of business adminis- 
tration alike have a responsibility to the business firm, It seems 
essential to offer American businessmen the know-how to success- 
fully select a market which has a suitable distribution system 
either already in existence or which can be readily adapted to one 
which is desirable. This entails not just knowing who is a whole- 
saler and who is a retailer, but means that someone in the firm 
must know how to relate this knowledge to company policies and 
goals. Such ability may come with experience in business; how- 
ever, the time period of gaining such experience could be short- 
ened considerably if such information were made available and 
analyzed, step by step, in the classroom. 

Fourth, the American system has its weaknesses as has any 
system. These weaknesses are not corrected by ignoring them but 
by constantly comparing and evaluating American marketing 
methods with those of other nations. The study of Comparative 
Marketing would be of great value in this way not only to the stu- 
dent interested in foreign marketing but also to those interested in 
distribution within the United States. Frequently, courses in 
Principles of Marketing attempt to show the relationship of costs 
of marketing with those of production, and considerable argument 
can be engendered as to whether our costs of distribution are ex- 
cessive or not. A study of comparative systems should shed con- 
siderable light on this subject. 

Fifth, one must not forget the careerist in the Foreign Service 
of the Federal Government. Many countries, when sending repre- 
sentatives to the United States to study American production and 
distribution methods, frequently send not only management per- 
sonnel from selected industries, but also government and labor 
representatives. While it would be rather expensive to send very 
many from our Department of Commerce to study the distribution 
situation in other countries, it would seem logical to encourage 
those individuals training for work as Commercial Officers with 
the Foreign Service to do work in Comparative Marketing. Such 
study might shorten the experience cycle such individuals need 
before becoming fully competent in helping American business- 
men to select proper channels of distribution, locate efficient 
agents, etc. 
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OBSTACLES TO THE SPECIALIZED STUDY 
OF COMPARATIVE MARKETING 


While the above points make a good case for the development 
of research in and the teaching of Comparative Marketing, there 
are some obstacles which present themselves. These have been 
grouped into the following three general areas. 

First, according to a survey recently taken of many colleges 
and universities, only about one half offered a course in Inter- 
national Marketing. Only about one third had anything approximat- 
ing a major for students in International Business. Only about 
75 per cent even had a course in International Economics! It 
would be rather unusual if any school not offering a course in 
International Marketing were to immediately start with one in 
Comparative Marketing. 

Second, the problems of adequate staffing of our colleges and 
universities are mounting. Most enrollments are expected to grow 
tremendously during the next decade, and there will be problems 
in finding and paying enough qualified teachers of Business Admin- 
istration, Partially because of this factor, university administra- 
tors in many places are trying to find ways to cut down the number 
of ‘specialties and to combine certain courses, Frequently, such 
administrators, especially those of many Mid-Western schools, 
become adamant against any expansion of International Marketing. 
While there can be no general solution of the problem in this 
paper, it might be said that evidently there is a selling job to be 
done on the importance of International Business as it affects 
companies and areas away from the main flow of such traffic, i.e., 
the major ports of the country. 

It has been suggested by Frank Pierson in the Carnegie Report 
that a worthwhile solution lies in giving information regarding 
international aspects of marketing in other marketing courses, 2 
There appear to be very few teachers available with sufficient 
knowledge of international aspects of their respective fields to 
teach such considerations except possibly in a cursory manner. 
Perhaps the situation will change somewhat with more and more 
college professors going abroad for study and teaching in ex- 
change programs. However, how many teachers of Retailing, 
Selling, Market Management, or Marketing Research are willing 
to spend the hours necessary to learn the applications of their 


2. Pierson, Frank C.and others, The Education of the American Businessman, 
The Carnegie series, McGraw-Hill: 1959 p. 438-39. 
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respective subjects to the world of international business? And 
how many, once they gather such knowledge, are willing to do the 
volumes of reading and research necessary to keep up with the 
constant changes? It appears that a specialist is needed, an 
individual who has the necessary background in marketing to take 
the domestic distribution framework and show how it is applied to 
exporting and importing. Such a suggestion was, in fact, made in 
Professor Pierson’s report.’ 

With the increasing importance of International Business much 
of the above argument becomes rather superfluous. If colleges 
and universities are going to provide instruction needed by the 
student and if International Business continues to grow in impor- 
tance, then it follows that Schools of Business must offer some 
kind of work along this line, whether or not they have staffing 
problems or problems with proliferation of courses. How much is 
given and in what form is open for discussion. This, in turn, 
depends on what each individual faculty (or administration) be- 
lieves fits its program. There is no question that many schools 
should not offer a full scale International Business curriculum. 
In other words, in areas of the country where there is a smaller 
volume of foreign trade compared with the large coastal cities of 
New York, San Francisco or Los Angeles, an expansive program 
in International Business may not be in demand. 


COMPARATIVE MARKETING IN THE 
INTERNATIONAL MARKETING CURRICULUM 


A considerable amount of research has been done concerning 
the International Marketing curriculum in schools wishing to spe- 
cialize in this area. Relatively little has beendone to build a more 
modest program for the inland school. Hence, the rest of this 
paper will stress the latter viewpoint. 

To properly analyze any proposed curriculum, it is necessary 
to understand thoroughly what areas of knowledge need to be 
taught. Such a program of study can be divided into three sections. 
The first would contain background information and could include 
courses in the history and literature of specified foreign lands, 
certain of the behavioral sciences, world or economic geography, 
and preferably some competence in a foreign language. 

The second section of a student’s program would include the 
basic courses in Business Administration as defined by the 


3. Ibid. 
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American Collegiate Schools of Business.* In this program, par- 
ticular attention can be given to Economic Theory, Corporation 
Finance, Money, Credit, & Banking, Principles of Marketing, and 
a basic course in Management, Three semester of Accounting, 
including Cost Accounting, should not be omitted. 

The third area would encompass the professional courses con- 
tained in the curriculum for a Marketing major. While several 
marketing courses can be elected, Market Management or Sales 
Management should be included as should a basic course in For- 
eign Marketing. Others which can be recommended are Marketing 
Research, Advertising, and Retailing. 

Other professional courses could be taken from the Manage- 
ment, Finance, Insurance or Economics fields as electives. A 
basic course in International Economics and International Finance 
would seem essential for anyone thinking of majoring in Foreign 
Trade. It also seems logical to study Comparative Economic 
Systems, for such study is vital to an understanding of the theory 
and operation of foreign marketing institutions and methods, For 
example, it would be very difficult indeed to explain how marketing 
is done in a socialistic society if the student did not understand the 
political and economic aspects of socialism. 

How many courses of International Business would be neces- 
sary to give the student a minimum background for later business 
practice? Should Comparative Marketing be taught as part of a 
course or as a separate course? The answer to these questions 
depends largely upon the aims of the college or university and the 
services it must provide to fill the business needs of its particular 
environment, 

Perhaps two courses would be minimum. A basic course in 
International Marketing seems essential for marketing majors 
whether they are foreign trade majors or not. Little needs to be 
said about the content of this course, for its outline is rather well 
standardized. 

The second course has as its suggested title International 
Distribution Management. As proposed, it would be an advanced 
undergraduate-graduate level course stressing analysis of channel 
selection, pricing policies and methods, and especially the analytic 
comparison of world marketing systems. The course would inte- 
grate and adapt the students’ prior learning from other Business 
Administration courses to International Distribution. Cases would 


4. American Association of Collegiate Schools of Business - Facully Person- 
nel 8th Edition, 1960, p. XIV-XV Southwestern Publishing Co. 
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be used rather extensively. The comparative marketing part, as 
noted above, is in the development stage, and it may be awhile 
before this aspect can be fully implemented. 

The first course in International Marketing would, undoubtedly, 
contain some procedural material, but the goal of this course, as 
well as the one to follow it, should go far beyond mere procedure. 
It should teach the student how to analyze and solve problems of a 
managerial nature which he is going to face in international trade. 
In this manner, both courses will enable those who later become 
business executives and representatives of the Foreign Service to 
be prepared to sift out pertinent information, digest it properly, 
and develop suitable solutions to exporting, importing, and foreign 
operations problems. 


CONCLUSION 


In conclusion it appears that the study of Comparative Market- 
ing is a very important element, not only in the curriculum of 
International Marketing, but also in the general field of Marketing. 
It is important for both American students and those from foreign 
countries to fully understand the differences and similarities be- 
tween the American distribution system and other so that: 

First, both American and foreign students who will later be- 
come the world’s businessmen will know how to market their 
respective goods and services. This should enable them to know 
which markets have an adequate distribution system to handle 
their goods, and if it does not, how a given distribution system 
might be modified to do the job. 

Second, since competition is getting keener throughout the 
world business environment, future distribution men must find 
ways to cut costs of marketing. Studying the strong and weak 
points of different marketing systems and then adapting the best 
points of each to our methodology may be one of the key answers 
to doing future business throughout the world. In this case, stu- 
dents of domestic marketing as well as foreign marketing would 
benefit greatly. 

The future Foreign Service careerist may also benefit by such 
studies, expecially if he intends to work as a commercial attaché 
at our Embassies and Consulates abroad. The commercial attaché 
is especially oriented to advise the American company on its re- 
lationship with its foreign market. The attaché also gives con- 
siderable advice to nationals of his area of service on how to deal 
with American business. This individual will soon learn a great 
deal about his local market, but couldn’t he do a more thorough 
job of giving marketing advice if he also knew about other 
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systems? Certainly, he would be able to write more meaningful 
reports to the Department of Commerce if such were the case. 
Of course career personnel eventually gain much of such informa- 
tion by experience. 

The evidence seems overwhelmingly in favor of the addition of 
Comparative Marketing to the business school curriculum. The 
man who is an executive of a company doing large scale foreign 
selling and buying benefits. The man who is a Foreign Service 
careerist benefits, and, according to a recent article in the Wall 
Street Journal, small and medium-sized businesses from all over 
the country will benefit as they profit from an expanding export 
market. Specifically: 


‘‘A growing number of medium-sized and small Amer- 
ican businesses are discovering a flourishing market in a 
field often thought to be largely the province of the na- 
tion’s corporate giants; The international export race... 

Without the benefit of big export divisions or foreign 
factories, many of the little known U, S, concerns are 
finding markets abroad proportionately as receptive to 
their merchandise as to the wares of international busi- 
ness titans like General Motors Corp. or Coca-Cola Co. 
After only three years in the foreign market, Cahn In- 
strument Co. of Paramount, Calif., finds overseas sales 
of its weighing devices accounting for 20 per cent of its 
total production. Gregory Industries, Inc. of Indianapolis, 
chalked up to a 70 per cent increase last year inits Latin 
American sales of one type of welding tool, largely be- 
cause of a building boom in Mexico,’’5 


From the above evidence, need for knowledge of International 
Marketing is universal and is growing. A knowledge of Compara- 
tive Marketing, academically given, with a thorough analysis of 
international distribution channels is necessary to understand 
enough of different foreign distribution systems to evaluate them 
for American business use and to properly assess the strong and 
weak aspects of foreign competitors’ methods of marketing. Only 
in this way can Americans hope to improve their methods, cut 
distribution costs, and continue to trade freely in an expanding 
world economy. 


5. Rowand, Roger B., ‘‘More Small Firms Sell Abroad, Aim to Cash In On Ex- 
panding Market’’ Wall Street Journal, August 18, 1961. 


96. INTERNATIONAL MARKETING 
MANAGEMENT—A NECESSARY 
COURSE? 


Charles F. Stewart* 


A program in international business should include a course 
in foreign marketing if it is to meet effectively current and 
future personnel needs of American business. In the course 
at Columbia, stress is placed on theory, concept, and anal- 
ysis in order to provide the student with tools and guide- 
lines for developing foreign marketing strategy. Material 
is drawn from several disciples. In this paper, the author 
sketches the content of the course and describes the under- 
lying philosophy. 


NDRE Siegfried, French writer and observer of the American 
scene, has written that the ‘‘United States is presiding at a re- 
organization of the ways of living throughout the world.’’ General 
support for this statement is not hard to find—and it seems to 
make little difference whether one travels from Copenhagen to 
Capetown, or from Brussels to Bangkok. Closer investigation, 
however, will show that changes in other parts of the world have a 
momentum of their own, quite aside from the ‘‘demonstration ef- 
fect’’ of the American experience. In other words, the world is 
not making itself over completely in our image, although the 
resemblance is there. Thus, Siegfried’s generalization and our 
qualification make the reality very complex. Cutting through this 
complexity is the primary challenge to the international marketing 
man, 

Perhaps America’s greatest unqualified contribution to the re- 
organization, and especially to the non-western world, is the idea 
of progress. For most people history no longer stands still. For 
example, less and less does one hear ‘‘it has never been thus’’ in 
the Arab world, but rather more and more one hears ‘‘what is it 
going to be like?’’ If American marketing men have a major role 


*Charles F. Stewart, Associate Professor, Graduate School of Business, 
Columbia University. 
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to play in the determination of what it is going to be like, then the 
business school too has its part—to fill a need by training young 
men to meet head-on and effectively the increasing challenges and 
opportunities opened up by a world in change. Indeed, an alert 
business school faculty must anticipate future needs if it is to ful- 
fill its obligations to the business community and to society as a 
whole. 

At Columbia, we are trying to meet current and anticipate 
future needs by offering a concentration in international business. 
The program, now six years old, includes a one-semester course 
in international marketing management, now one year old. One 
does not need to justify the inclusion of a marketing course in an 
international business program—especially before this audience— 
but there is the burden of justifying its content, one which is gladly 
assumed, In any event, justification of the content would seem to 
show the need. 

Before the content of the course is sketched, a little background 
is necessary. The students enrolled are all second-year graduates 
with at least one course in marketing behind them. (Many are 
marketing majors.) They also have a good deal of prior ex- 
posure to analytic methods in the required core courses, Further, 
in accordance with the present philosophy of the faculty, the 
course stresses theory, concept, and analysis rather than prac- 
tice, nomenclature, and description. It also accents the dynamic 
rather than the static. Received economic and social theory are 
used in general, and marketing theory is employed in particular — 
all, we like to think, to good advantage. This is not to say that the 
‘‘practical’’ aspects are ignored; the students are held responsible 
for the reading of a classic foreign trade text. For the most 
part, however, the course will not teach a man how to sell widgets 
in Patagonia, but rather it provides him with a framework for 
thinking about how to approach the Patagonian market. In other 
words, we try to supply him with tools and guidelines for develop- 
ing an effective foreign marketing strategy. 

Since time limitations prevent little more than a brief sum- 
mary of course content, it should be noted that each point and is- 
sue mentioned here are developed in the course through examples 
(often cases), readings (often in other disciplines), and class 
discussion. Lack of time notwithstanding, it must be pointed out, 
however, that the course is underpinned by the following inter- 
dependent propositions: 


(1) Foreign markets, while mostly narrow by American 
standards, are not necessarily to be ignored. Success- 
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ful adaptation to narrow markets requires initial un- 
derstanding of their nature combined with the imagina- 
tion and ingenuity for which American marketing men 
are famous, The Japanese and German experiences 
suggest that narrow markets can be very lucrative if 
creatively approached. 


(2) There is a dichotomy of markets between the ‘‘devel- 
oped’’ and ‘‘underdeveloped’’ countries. Differences in 
market segments, taste patterns, income distribution, 
and rates and direction of change lead to a difference 
in kind rather than degree, 


(3) Marketing institutions and techniques abroad differ in 
varying degrees from those of the United States. Some 
represent successful accommodation to local market 
needs; others are archaic legacies of another age. 
American marketing men must learn to distinguish be- 
tween the two. In the case of the legacies, they must 
also learn to distinguish between those susceptible to 
remedy by individual action and those requiring indi- 
vidual adjustment. The general caveat here is that 
what appears ‘‘irrational’’ to an outsider may have its 
logic within the total local context. 


(4) Many, if not most, foreign markets are in a process 
of dynamic change. Identification of the fundamental 
characteristics of this change is critical to the devel- 
opment of an effective marketing strategy. 


The propositions just enumerated are woven into the major 
topics included for treatment, among them a generalheading where 
the formal (theoretical) conditions under which a firm may go into 
foreign trade, either temporarily or permanently, are discussed. 
Also under this heading are found such matters as the legal as- 
pects of foreign trade (excluding the anti-trust which is handled 
elsewhere), marketing costs abroad, and the forms of interna- 
tional and foreign marketing organization. Other major topic 
headings include the analysis of final demand, nature of competi- 
tion (market structures and channels), price and credit policies, 
advertising and promotion, and the role of marketing in economic 
development. A few examples of how some of these headings are 
filled in might be helpful. 

In the case of effective demand, the analysis is begun on the 
income side with Engel’s Law. What are the implications of the 
Law’s working for dynamic marketing; in fact, what are the 
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possibilities of a successful marketing program even if it is not 
working at all? Obviously, one is quickly led to the ‘‘taste’’ side 
of the demand function and the questions of patterns and want 
development. Here the concepts of conspicuous consumption, 
demonstration effect, capricious consumption (similar to but not 
identical with impulse buying), and deep-seated wants are put to 
use. Total product demand is analyzed in terms of several com- 
binations of these factors, any particular combination being 
determined by the relative weights of each. This approach is help- 
ful when considering either a given pattern or changes in the pat- 
tern (want development). Needless to say, different combinations 
suggest different strategies. 

In the area of competition, the discussion is focused at several 
levels and in several dimensions. First, the anti-trust experience 
in foreign commerce is considered. Again, at the level of the 
exporter, competition in third markets from state traders, from 
competitors subsidized in various ways by their governments, and 
from public and private cartels is assessed. Sincethese situations 
are political economy in perhaps its purest form, economic theory 
is of little help. At the wholesale level, several possibilities are 
treated. One which has proved quite interesting is the case where 
the function is dominated by a minority group, one set aside from 
the majority on ethnic, religious, or other grounds. While the 
theory of oligopsony is of some assistance here, it is even less 
sufficient than in its domestic application—mostly because the 
parameters are quite different. Finally, at the retail level, the 
situations where distribution is undergoing rapid and radical 
change, as in Western Europe, and where the bazaar merchant 
still predominates are contrasted as well as studied in them- 
selves, 

Since time now really presses, the remaining topic headings 
will receive even more cursory treatment than have the preceding 
ones. Under price and credit policies, the logic and illogic, de- 
pending on the particular situation, of bargaining as opposed to 
fixed pricing is among the topics discussed. The very large, im- | 
portant, and rapidly changing situation in export credit guarantees 
also comes up for discussion. In advertising and promotion, such 
questions are raised as how to develop an effective program where 
the system of communications is predominantly oral rather than 
media. Finally, the role of marketing in economic development, 
much neglected by most writers, is handled. Basically, the im- 
plications of the shift to the mass market, or the ‘‘deproletarian- 
ization’’ of the consumer, are stressed although the process itself 
is certainly not ignored. 
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By way of conclusion, it should be stated that the course is 
only in its second year. Because it is young, it has not yet found 
its definitive place in the international business program and 
surely not in the business curriculum as a whole. Much re- 
mains to be done to both structure and content. The goal, how- 
ever, is an early maturity. 


XUM 


Part Four 


MARKETING STRUCTURE 
AND STRATEGY — 
THE CHALLENGE OF CHANGE 


A. Marketing Strategies and 


Distribution Systems 
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57. CHANGES IN THE MARKETING 
ORGANIZATION IN SELECTED 
INDUSTRIES—1950 TO 1959 


Robert E, Weigand* 


During the nineteen fifties considerable attention was di- 
rected toward changes in the marketing, organization. 
Such terms as "the marketing concept" and "integrated 
marketing" were used to describe these changes. But among 
those concerned with market orientation changes in the 
organization structure were most relevant. The present 
study empirically investigated the nature and causes of 
change in the organization structure of firms in the electric 
and non-electric machinery, fabricated metals, chemicals, 
and instruments industries. Particular emphasis was directed 
toward the problem of coordination of activities within the 
marketing department. Size of the firm, personnel, and 
diversification are factors which played a significant role 
in some of the changes which were made. 


URING the nineteen fifties considerable literary attention was 

directed toward changes in organization which performed the 
marketing task. Various terms were used to describe these 
changes but probably the most popular were ‘‘the marketing con- 
cept’’ and ‘‘integrated marketing.’’ Part of the basic meaning of 
these terms centered on giving more attention and effort to meas- 
uring and adapting to market tastes and preferences; this idea was 
often referred to as ‘‘market orientation.”’ 

Those concerned with implementing the concept, however, often 
stated that changes in the organization structure were an essential 
step toward market orientation. The most identifiable change was 
the extent to which firms were attempting to coordinate closely 
related activities under a single marketing executive. Many sug- 
gested that market orientation could be achieved to the fullest 


*Robert E, Weigand, Chairman of the Department of Marketing, DePaul Uni- 
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extent when all of the marketing activities in a firm became a part 
of a unified marketing plan. 


PURPOSE OF THE STUDY 


There was evidence in the literature that changes in the mar- 
keting organization structure were occurring. Notices of job title 
changes (usually from a ‘‘Sales’’ to a ‘‘Marketing’’ position), 
examples of ‘‘old’’ and ‘‘new’’ organization charts, and statements 
by those in a position to observe the business scene were common. 
But none of these sources presented a comprehensive and specific 
view of what was occurring. The purpose of this study was to in- 
vestigate the nature, extent, and causes of organizational changes 
in five selected industries. 


SCOPE OF THE STUDY 


This study empirically investigated certain changes in the 
marketing organization structure and the responsibilities of the 
chief marketing executive in the electric and non-electric machin- 
ery, fabricated metals, chemicals, and instruments industries. In 
addition, it was limited to the internal formal organization of firms 
with a net worth of at least one million dollars, 

The period investigated was limited to the years 1950 through 
1959. The same type of field evidence was gathered for both 1950 
and 1959 in order that the nature of organizational changes could 
be identified and the extent of change measured. The results were 
fruitful, although there were obvious methodological problems in- 
volved in gathering information for the earlier period. 


METHODOLOGY 


Empirical evidence was gathered by mailed questionnaires, 
further correspondence with the respondents, and a series of field 
interviews. Analysis of the questionnaires returned by mail re- 
vealed a variety of changes, but attention in this paper will be 
restricted to reviewing the extent to which closely related activi- 
ties are coordinated by a single marketing executive, indicating 
the relationship of organizational changes to various size cate- 
gories, and citing the major causes of change. 


THE FINDINGS 


There appeared to be almost as many different types of organi- 
zation structures as there were firms which answered the mailed 
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questionnaire or cooperated on a personal interview. At the risk 
of over-simplification, however, three organizational structures 
were identifiable: 

First, in a decreasing per cent of firms the top marketing 
executive supervised only a sales force. Any other marketing 
activities were performed personally by the top marketing execu- 
tive without the aid of a specialized staff, by those in another 
department, or by those outside the firm such as an advertising 
agency or consulting firm. This method was most popular among 
firms with a yearly sales volume under $10,000,000. Most of the 
smaller firms and more certainly the larger firms, however, had 
graduated to the second method of organizing the marketing 
department. 

Second, in a method used by a large and slightly increasing per 
cent of firms, the chief marketing executive supervised the line 
sales force but also had at least one specialized staff assistant. 
Advertising and research were the most frequent activities to 
warrant a staff appointment. 

Third, in a very small but rapidly growing per cent of firms 
the individual designated as the top marketing executive was not 
responsible for supervising the line sales force. Rather, he 
limited his attention to managing a headquarters marketing staff, 
This staff included such activities as advertising, sales promotion, 
marketing research, product development, market planning, and 
long- and short-range forecasting. About half of the largest firms, 
defined as those with yearly net sales over $100,000,000, organized 
in this manner. 

The tendency toward dividing line sales and staff marketing 
activities is based upon a sound principle of organization. The 
literature of management has long recognized that there is a limit 
to the number and variety of activities which a manager can super- 
vise effectively. Such factors as the increasingly recognized com- 
plexity of marketing problems, the decentralized nature of many 
marketing duties, greater specialization of job duties, and product 
diversification, as well as the executive’s personality, training, 
and interests influence his effectiveness in supervising the mar- 
keting task as being so formidable that it cannot be managed by a 
single executive. 

In dividing the supervision of line sales and staff marketing 
activities there is danger that coordination will be impaired. But 
the same problem can also arise when the marketing executive’s 
span of management becomes so broad that it is unwieldy. Further 
investigation indicated that coordination between line sales and the 
marketing staff was achieved by group conferences and daily 
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contact of individuals. However, a significant and increas- 
ingly used method of achieving unity of direction, one which was 
more prevalent among larger firms, was marketing planning. 
Where marketing executives have been relieved of time-consuming 
duties, particularly supervision of the personal sales force, they 
are expected to allocate considerable time to integrating the activ- 
ities of the sales force with other elements of the marketing 
system. 

There was a major exception to the tendency toward func- 
tionalizing the various marketing activities under a single exec- 
tive. No evidence was found to indicate that either traffic or 
warehousing decisions were the responsibility of the market- 
ing executive. Indeed, in only a relatively few firms was he 
expected to express his views concerning problems in these 
areas, For the most part he did not even share in decision- 
making responsibility. Most marketing textbooks list transpor- 
tation and storage as two functions in the marketing process. 
Whether businessmen agree with this view is not very important. 
But it is exceedingly important that they be aware of the inter- 
relatedness between the two physical supply functions and other 
marketing activities. The assignment of supervisory responsi- 
bility for these two activities clearly did not reflect any such 
awareness, 

The marketing organization became much more complex be- 
tween 1950 and 1959 because many activities, perhaps long per- 
formed, became formalized or identifiable parts of the organiza- 
tion, Analysis of the activities indicated that managements were 
increasingly aware of a need for more information before making 
decisions. Advertising historically has been the activity which 
first and most frequently has warranted specialized staff attention. 
But marketing research and long-range forecasting and planning 
were Clearly the fastest growing activities. 

From this brief review of what occurred in marketing organ- 
izations during the period 1950 to 1959 two factors are dominant, 
First, management was seeking a more unified marketing system. 
Both the literature of the period and the empirical evidence indi- 
cated this was an advantage sought by management in making cer- 
tain changes. The literature of marketing has repeatedly empha- 
sized the importance of bringing all the elements of the marketing 
mix together both in terms of balance of effort and timing. Coor- 
dination was clearly a managerial objective in making some of the 
organizational changes during this period. Second, managements 
were also seeking greater accuracy of business decisions. Re- 
sponse to direct questions about some of the organization changes 
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indicated that management was concerned with risk reduction by 
gathering and analyzing information about the market and other 
elements of the marketing process. This conclusion was further 
evidenced by noting job titles on the organization charts for 1950 
and 1959. There were substantially more job titles involving such 
terms as market research, marketing research, market analysis, 
and product research and development. 

But if these were the objectives which management sought in 
making organizational changes, what were the factors which stim- 
ulated management to an awareness that there was need for 
change? 

One of the most easily identified causes of change in the mar- 
keting operating system was growth in the net sales size of the 
firm. Growth of the total marketing task inevitably accompanies an 
increase in sales. As the firm becomes larger, the character of 
the marketing organization tends.to undergo fundamental changes. 
It is not always a matter of adding personnel to the system who 
perform the same activities and report to the same individual as 
others have been doing. Rather, intrinsic changes occur because 
management recognizes that an organization which is adequate for 
a smaller firm may not be appropriate for performing the market- 
ing task in a larger frim. Size offirm and the operational difficul- 
ties associated with an organization which has been out-grown was 
the most readily identified cause of organizational change. 

In a substantial number of instances changes in personnel 
caused changes in the marketing organization. Various writers 
have suggested that top managements too frequently select an in- 
dividual for a position with less than adequate regard for the 
organization structure. The empirical evidence corroborated this 
view and amplified it considerably. Changes in either the presi- 
dent or the top marketing executive sometimes resulted in changes 
in the marketing system. In several firms changes in the market- 
ing organization were attributed not to changes in the marketing 
executive but to a new president, The new president often inter- 
preted the needs of the system much differently than his predeces- 
sor. To an extent the system tends to adjust or to be adjusted to 
the abilities or interests of the newly appointed executive. 

In a few firms renewed attention was centered on the marketing 
organization because the firm was more diversified than in earlier 
years. Product or industry diversification implies that growth 
should follow. While it is improbable that diversification will 
occur without at least a degree of growth, it is suggested that it 
can take place without excessive and, more important, without 
immediate growth. Hence the complexity of operations, resulting 
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from diversification rather than sales growth, may sometimes be 
a cause of change in the marketing organization, 

One of the healthiest signs was admission by a few manage- 
ment groups that changes were made in the marketing organization 
because of a recently acquired appreciation of the complexity of 
marketing decisions. Apparently these managements are only now 
beginning to identify the array of strategic factors which signifi- 
cantly influence the success or failure of a business decision. 
Certain organizational changes, particularly those designed to 
result in more accurate marketing decisions, were influenced by 
managements’ increased capacity for identifying and coping with 
factors which are a part of the decision-making environment, 

A final factor seems to have made managements more aware of 
the need for centering attention devoted to the organizing activity 
by the business press tended to encourage change. This factor did 
not necessarily bring about changes which would not otherwise 
have occurred, but it seems reasonable to believe that this in- 
creased literary attention accelerated changes in the marketing 
organization. 

Such attention to organization must also be considered a healthy 
sign. Many writers have indicated that managements often attrib- 
ute operating difficulties to factors other than organizational 
faults. Too little time and attention, so it is said, is spent deter- 
mining and working toward the most effective organization struc- 
ture and definitions of job responsibilities. Yet the individual, 
either businessman or academician, who is familiar with organi- 
zation concepts views the organizing process and growth of the 
firm as reciprocally related. The relationship between manufac- 
turing or financial capacity and growth of the firm is easily 
recognized. No firm could hope that its net sales would increase 
substantially without assessing the appropriateness of its ability to 
manufacture for or to finance this growth. But the need for com- 
patibility of the marketing organization and the volume of sales the 
organization is expected to move has not been so apparent to 
management, Publicity concerning organization changes, however, 
has had the healthy effect of bringing renewed attention to the 
organizational needs of the firm. 


98. DESIGNING THE 
DISTRIBUTION SYSTEM 


Thomas Berg* 


The marketing executive needs some model of his distribu- 
tion system to guide day-to-day trading operations. Or- 
ganization theory might be used in constructing the model, 
for trade channels and internal company organizations are 
similar in important respects. Both deal with economic 
functions performed by interdependent human agents re- 
quiring motivation and coordination. Both involve contin- 
vous personal relationships, routinized tasks, and stable 
expectations of reciprocal performance. Despite the anal- 
ogies, the idea that all distribution systems might be de- 
signed as organizational models has not been widely rec- 
ognized nor warmly embraced. This study shows the idea 
to be technically feasible in the hope that one barrier to 
its acceptance will thus be removed The complex process 
of channel model-building is depicted as unfolding in five 
separate but related phases. In demonstrating the feasibil- 
ity of this approach, insights into the more intractable is- 
sues of practicality and morality are also revealed. 


INTRODUCTION 


ARKETING management suffers from schizophrenia. Students 
of the firm are encouraging corporate psychoses identified 
by the classic syndrome: (1) loss of contact with company envi- 
ronments and (2) disintegration of the whole-properties of corpor- 
ate organisms. The disease is amenable to treatment. This 
study is intended as a partial prescription, although it is not to be 
construed as any sort of a panacea, 
To see the nature and origin of the malady in more concrete 
terms, it is necessary to understand how the total company is 
linked to its environment. 


*Thomas L. Berg, Assistant Professor of Marketing, Graduate School of Busi- 
ness, Columbia University. 


481 


\W 
| 


482 SOCIAL RESPONSIBILITIES OF MARKETING 
The Firm as an Operating System 


Any manufacturing enterprise can be viewed as an input-output 
system consisting of three parts: (1) the internal organization of 
the firm, (2) the company environment, and (3) various kinds of 
external organizations serving to link the internal organization 
with its economic milieu for the interorganizational transmission 
and processing of inputs and outputs, 

Connections with suppliers, networks of financial intermedi- 
aries, and trade channels are examples of external organizations. 
Although they may not appear on company charts or in manuals, 
these should be regarded as logical extensions to the internal 
organization of the firm. Internal and external organizations are 
similar in that both deal with economic functions performed by 
interdependent human agents requiring motivation and coordination 
through communication. Both involve continuous personal relation- 
ships, routinized tasks, and stable expectations of reciprocal 
performance, 

Failure to pay due respect to the systemic nature of the enter- 
prise and to the fundamental similarities between internal and 
external organizations has resulted in schizoid thinking in man- 
agement and marketing. Management theorists have been preoc- 
cupied with problems of internal organization and have failed to 
show how the firm is connected to its environment via externally 
organized linkages. An unnatural cleavage between internal and 
external aspects of structure has developed in the management 
literature. 


Administrative and organizational theories seem to have 
concentrated upon the administration of single organiza- 
tions and have not specifically recognized that asystem of 
separate organizations requires administration also. It 
is suggested... that that body of theory and research 
which contributes to an understanding of the adminis- 
trative process in single organizations is pertinent to the 
administration of primary and secondary organizations,! 


Over the years, a handful of people have come to suggest that 
the full development of organization theory awaits the day when 
management theorists explicitly bring environmental entities and 


1. Valentine F. Ridgway, ‘‘Administration of Manufacturer-Dealer Systems,”’ 
Administrative Science Quarterly, Vol. 1, March, 1957, pp. 466-67. 
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external organizations into their analyses. The sire of this thought 
appears to be Chester Barnard. 


The conception of organization at which I arrived in 
writing The Functions of the Executive was that of an 
integrated aggregate of actions and interactions having a 
continuity in time. Thus I rejected the concept of organi- 
zation as comprising a rather definite group of people 
whose behavior is coordinated with reference to some 
explicit goal or goals. On the contrary, I included in 
organization the actions of investors, suppliers, and 
customers or clients. Thus the material of organization 
is personal services, i. e., actions contributing to its 
purposes,2 


Barnard’s words have apparently fallen on deaf ears. Adminis- 
trative theorists are concentrating more on refining theories of 
internal organization and less on extending and testing their 
notions in external realms. But the student of marketing is equally 
responsible for the observable symptoms of schizophrenia. 

In contrast to the management theorists’ focus on internal 
aspects of business systems, marketers have been preoccupied 
with environmental forces and external trading channels without 
clarifying how these tie in to problems of internal administration 
and organization. Marketing academicians seem to appreciate the 
need of some model for building and operating trade channels, but 
few have recognized the potential role of organization theory in its 
design. Businessmen in marketing seem to know intuitively that 
channel-building is an organizational problem, although few ac- 
knowledge the need for a model to guide them in their organizing. 

As a result, trends in management and marketing thinking 
become more and more divergent. To bring about some conver- 
gence, and to assure that both disciplines reverse the trend to 
schizophrenia, it is necessary to (a) persuade the internally- 
oriented administrative theorists to consider the application of 
their ideas to external-environmental entities and (b) convince 
marketers to draw more heavily on internally-oriented theories 
for insights into building and operating external marketing systems. 
This study takes the distributive subsystem of the firm as an ex- 
ample of the applicability of organization theory to external 
systems, 


2. Chester I. Barnard, Organization and Management, Cambridge, Mass., 
Harvard University Press, 1948, pp. 112-13. 
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The Distribution Subsystem 


The term ‘‘trade channel’’ is often reserved to the network of 
external entities in a company’s distribution setup. In this study, 
the term ‘‘distribution system’’ embraces all elements of the 
internal-external-environmental triad. Corporate marketing staffs 
and field salesforces are elements of internal organization, seg- 
ments of ultimate consumer markets are the key environmental 
sectors, and retail merchants and other trade intermediaries 
make up the external organization. This study attempts to show 
that useful models of distribution systems can be designed with the 
help of organization theory. 

Today, distribution systems are developed more by intuition 
than design. In part, this accounts for widespread cases of inef- 
fective performance of trade management functions. Actual chan- 
nel formation, budgeting for distribution, the setting of distribu- 
tor’s margins, the appraisal of dealer performance and similar 
management tasks could be performed more effectively if market- 
ing managers had distributive models to guide them in the day-to- 
day administration of trading functions and trading relationships. 

For many reasons, the basic idea that distribution models 
might be designed by drawing upon organization theory has not 
widely recognized nor warmly embraced. The notion is stilla 
relatively new one accepted by a fairly small group of people. 
Those who have heard of the idea often seem not to have grasped 
its full significance. The understanding of some has been barred 
by the persistence of traditional perspectives on trade channels. 
Those congenial to the basic idea may not know how to push it to 
the level of operational reality. Lack of know-how simply pre- 
vents others from seeing that the approach is feasible. Those that 
agree to its feasibility may be reluctant todevote the time, energy, 
and cash to what inevitably is a difficult design job. Some appar- 
ently see the feasibility of the notion but do not regard the ap- 
proach as useful on pragmatic grounds. Still others may object on 
philosophical bases, for when organization theory is pushed far 
enough into market relationships difficult questions concerning 
prevailing concepts of competition are bound to arise. 

The purpose of this study is simply to overcome a few of these 
barriers to acceptance of the fundamental proposition. The chief 
test applied in the study is the test of feasibility. As a purely 
technical matter, organization theory can be meaningfully applied 
to external distribution systems, and not only to direct manufac- 
turer-dealer organizations. In the process of demonstrating 
feasibility, insights into the more intractable pragmatic and phil- 
osophical issues are also revealed. 
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NATURE OF THE STUDY 


This study focuses on the contactual, or trading, aspects of 
distribution as opposed to the logistics, or physical distribution, 
dimensions of the problem, It is nonsituational, i.e., the study is 
not restricted in scope to a particular product, institution, or 
historical period. It is addressed to marketers in manufacturing 
firms, although the ideas may also be of interest to others. 

Few businessmen can yet verbalize their opinions and attitudes 
toward the application of organization theory to the design of dis- 
tributive models. Therefore, personal interviews could not be 
used as a sole method of research, Information had to be gleaned 
piecemeal from a variety of sources—including protracted infor- 
mal interviews with some 150 marketing executives and teachers, 
widely scattered secondary sources, and pure cogitation. 

In effect, the study attempts to present elements of prudent 
practice within the unifying framework of organization theory. It 
does not describe any approach taken by a known manufacturer. 


Elements in the Design Process 


The process of designing a distributive model for a producer is 
envisaged as unfolding in five interrelated stages: (1) factoring the 
company-wide strategic situation, (2) converting key factors into 
functional prerequisites for the system, (3) grouping individual 
tasks into work units, (4) allocating tasks to appropriate function- 
aries, and (5) designing a structure of relationships to provide loci 
of distributive authority and responsibility within the work struc- 
ture erected in the previous stages. 

In the study, separate chapters are devoted to each of these 
elements and an integrating case is used to help synthesize the 
materials as the process unfolds. 


Step One—Factoring the Strategic Situation. Early in the re- 
search, comparative studies of existing systems were undertaken 
with the aim of accounting for the sometimes marked interfirm 
differences in distribution practices observable in many indus- 
tries. Those variables were then abstracted which seemed to 
serve as decision-making constraints for a wide variety of the 
firms studied. These fell into two broad classes: (a) the nature 
and interests of various environmental entities as interpreted by 
top management, and (b) factors relating to the company’s re- 
source base. Environmental entities and company resources are 
related through broad marketing strategy to the functional neces- 
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sities and structural features of distribution systems. Environ- 
mental entities include stockholders, employees and their unions, 
supplier interests, trade associations, governments, competitors, 
and ultimate consumers. The resource base refers especially to 
finances and manpower but also includes material, spatial, tem- 
poral, and other resources. In the study, these factors are ar- 
ranged and presented in meaningful sequence, and illustrations are 
provided to suggest the possible impact of each variable on channel 
function or structure. The goal was to help the manager conduct a 
comprehensive position audit for his own particular firm in its 
unique competitive market setting in order to isolate key bits of 
information which might provide clues as to appropriate distribu- 
tive structure in the specific case, The study thus offers a method 
of attack for factoring a firm’s strategic situation as well as 
illustrating the potentialities for interfirm differences in distribu- 
tion systems. 


Step Two—Converting Key Factors into Activity Requirements. 
The research revealed that surprisingly few producers can mean- 
ingfully reply to the question, ‘‘What do you want your distribution 
setup to do for you?’’ It may be suggested here that until managers 
can verbalize the nature of the work they want performed by 
distribution systems, there can be little hope for real application 
of organization theory to trading networks. 

Yet, the study offers guides for developing the inferential value 
of key factors uncovered in step one in sufficient detail to permit 
the generation of a fairly clear-cut list of activities to be per- 
formed by the yet-to-be-designed distribution system. At this 
point in the study, the integrating case is also introduced to illus- 
trate how one firm actually posited its channel tasks in a simpli- 
fied situation. 


Step Three—Grouping Tasks into Work Units. This step in- 
volves a straightforward adaptation of organization theory, which 
alternatively depicts the process as one of a division of labor or of 
grouping tasks together in a meaningful fashion. No real problems 
of applying organization theory were encountered. However, there 
is clear evidence that the channel analyst might profit from taking 
this step very seriously. Traditional channel discourses, for 
example, have tended to stress specialization solely on the basis 
of function. Organization theory demands adequate attention to 
alternative modes of specialization, i.e., by product, by customer, 
by time, by location, by process, and by composite patterns of 
these basic varieties. All of the alternatives are relevant to 
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distribution systems as well as to internal organization. Further- 
more, channel planners perhaps stress short-term efficiency 
considerations too much in deciding what kind of task-split might 
be effected with the trade. Organizational theorists call attention 
to the needs for structural coordination, for promoting co-opera- 
tion and reducing conflict, for recognizing the vagaries of local 
conditions, and other criteria for picking proper kinds and degrees 
of work specialization. 

There is reason to assume that managers would uncover a 
much wider range of distribution alternatives and would probably 
end up by delegating more of the overall distributive job to trades- 
men if they self-consciously applied the broader perspectives of 
organization theory to this step in the design of distribution sys- 
tems. Finally, some varieties of organization theory focus first 
on the work and secondly on the worker. Classical institutional 
and commodity approaches to trade channels seem to have re- 
versed the order of analysis. 


Step Four—Allocating Tasks to Middlemen. In matching work 
and worker, the best procedural approach seems to be to begin 
with segmenting the end markets to be served and then to progress 
upward through a process of sequential segmentation in inter- 
mediate markets until the intervening work structure can be made 
to tie together with the producer’s internal organization. 

At each stage of this process of closing gaps separating the 
producer from his ultimate markets, a set of interrelated issues 
must be resolved. 

All alternative middlemen must first be recognized as alter- 
natives. This is less obvious and more difficult than it appears. 
Semantic traps, statistical fictions, informational gaps, trained 
incapacities, managerial impatience and other barriers to creativ- 
ity befog and bury alternatives from view. Brainstorming and 
other alternative-producing techniques, of course, are relevant in 
overcoming this problem, 

With the alternatives before him, the manager must sort out 
ineligible types of outlets, drawing upon earlier key factors, activ- 
ity requirements, and preliminary grouping analysis for screening 
criteria. Next, the remaining eligible outlet-types can often be 
arrayed meaningfully in order of their apparent suitability to the 
producer, using the same criteria. 

At this juncture, several additional types of questions often 
need to be answered before proceeding to another stage of the 
vertical channel stretch, e.g., whether there are economies of 
scale for each outlet-type, how many of each type will be required, 
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and what areal coverage pattern should be used. Since many of the 
variables used to resolve the latter issues lend themselves to 
quantification, some companies have been able to program them 
for computer solutions, 

This set of decisions, made at successive stages in bridging 
the vertical gap between customers and the producer, completes 
the steps involved in planning the structure of distributive work. 
Before going further, however, the study discusses principles and 
procedures which serve as possible checks on the adequacy of the 
activity structure erected thus far on paper. The final step is to 
define desired relationships between individuals and institutions in 
the distribution system to provide loci of authority and responsi- 
bility as a basis for cooperative action. 


Step Five—Designating Appropriate Structural Relationships. 
As a starting point in performing this step, the producer must 
know specifically what kinds of activities need to be controlled in 
order to comply with law, to ensure adequate profits, to generate 
goodwill and repeat business for his brands, to keep risk within 
limits, and to provide for effective coordination of his overall 
marketing program, Next, the producer must identify the sources 
of his capacity for influencing power-patterns in the distribution 
system. These sources are rooted in governmental sanctions, 
specific laws, the strength of the consumer franchise held by the 
producer, and similar factors. 

Basically, he now faces two alternatives for structural action. 
He can either try to accumulate market power which will then be 
exercised unilaterally to exact the compliance of middlemen or he 
can undertake to create conditions under which authority may 
safely be dispensed in the system. In short, the alternatives are 
either to reserve authority from tradesmen, or to delegate dis- 
tributive authority to them. There are an infinite number of pos- 
sible ways to mix these two basic alternatives. In this study, the 
outright ownership of facilities, existence of concubine outlets, 
pre-retailing practices, widespread consumer deals, and fair- 
trade arrangements are viewed as manifestations of the ‘‘reserva- 
tion of authority’? phenomenon. The delegation alternatives involve 
outright contractual or other specification of intended delegations, 
and these steps may be supplemented by the provision of facilitat- 
ing and auxiliary service units (e.g., distributor training groups 
and dealer advisory councils) which help all parties to hold the 
exercise of authority within responsible bounds. The specific 
pattern of reservation-delegation devices chosen by the producer 
will depend on the way in which power has eome to be institution- 
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alized in the particular work structure he has put together, on the 
relative size and bargaining strength of producer and middlemen, 
on the past history of co-operation and conflict with similar pat- 
terns of tradesmen, and related factors. 

When the five steps of the model-building process have been 
completed, the overall structure can then be described in charts 
and manuals. Job descriptions and man-specifications for middle- 
men may also prove useful as guides to implementation of the 
model, 


CONCLUSION 


In very skeletal fashion, these five steps to the organizational 
design of distribution systems represent the ground covered in this 
study. Chester Barnard’s basic idea is shown to be operationally 
meaningful; as a technical proposition, organization theory can 
usefully be extended to the design of external systems. But the 
task is just as difficult, frustrating, and time-consuming as it is in 
internal analyses—perhaps more so, 

Yet the approach is practical for most firms. Organization 
theory provides a systematic and rational basis for superceding 
many of today’s intuitive approaches to channel-building. It isa 
body of doctrine that respects the inherent uniqueness of com- 
panies while providing guidelines for koth orthodox and unconven- 
tional distribution systems. And it allows us to deal with both the 
work to be done in the system and the human relationships impor- 
tant to that performance, 

Step-by-step application of concepts from organizational theory 
helps in the discovery of gaps in traditional ways of thinking about 
distribution. At the same time, it aids in uncovering more distri- 
butive alternatives and in providing criteria for choosing between 
them, it encourages the challenging of old concepts which may 
have outlived their usefulness, and it leads to a fuller understand- 
ing of the implications of past, present, and future trading actions. 

There are many additional ways in which administrative theory 
can be effectively used to improve the management of distribution 
systems. Knowledge of institutional leadership and control in 
internal realms needs to be further extended, and perhaps modi- 
fied, to apply in all external systems. By breaking down the walls 
tending to separate marketing from the field of general adminis- 
tration, marketers can also find themselves testing and improving 
administrative theory. The problem of choosing from alternative 
theories of organization still exists today. Perhaps further at- 
tempts to apply these theories to external systems could contribute 
to the unification of divergent threads, 
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This study was one test of organization theory in an external 
setting. The conclusion is that organization theory stands up 
better under analysis than does the marketer’s concepts of dis- 
tribution, 

Increased awareness of the general applicability of administra- 
tive and organization theory to external systems may encourage 
further interdisciplinary contributions to marketing and manage- 
ment. Industrial relations specialists could collaborate with 
marketers, for instance, in exploring points of similarity and dif- 
ference between employee-union relationships within the firm and 
the extra-firm relationships between merchants and their trade 
associations. Something akin to collective bargaining is said to 
take place in some trades with respect to the setting of distributor 
margins and other issues, It would be interesting to pursue this 
further. Sociologists are now attempting to apply insights from 
general studies of bureaucracy to manufacturer-dealer relations. 
The concept of reference group behavior could perhaps be inves- 
tigated more thoroughly for its relevance to trade channels. The 
anthropologist’s idea of tangent relations and tangent institutions 
might provide further insights into the design and operation of 
distribution systems. 

In short, recognition of the fact that organization theory offers 
immediate and practical help to manufacturers in the design of all 
distribution systems should open many doors for further research 
and remedy present tendencies toward schizophrenia in under- 
standing business needs and company practices. 


99. FORCES INFLUENCING FINISHED 
INVENTORY DISTRIBUTION 


Dovald J. Bowersox* 


Physical distribution, broadly defined, is that dimension of 
management responsible for designing and administering 
systems devoted to controlling the movement of raw mater- 
ials and finished inventories in a manner consistent with 
long-run corporate objectives. It is a team function re- 
sponsible for placing the right quantity of the right assets 
at the right place in a manner timely to meet sales and 
production requirements at the lowest possible total cost. 
Regardless of the fundamental need for coordination be- 
tween demand creation and physical fulfillment in the 
market place, marketing executives and educators have 
historically neglected physical distribution. To achieve 
fully integrated marketing, finished inventory requirements 
must be coordinated with other aspects of the marketing 
program. Finished inventory distribution must be designed 
to meet the customized needs of the individual firm. This 
paper explores the multiplicity of forces which influence 
finished inventory programs. 


INTRODUCTION 


XECUTIVES are experts—experts in the art of administering 

corporate resources and in achieving corporate profits. For 
this basic reason it is not surprising that increasing managerial 
talent is being directed toward the perplexities of spiralling 
distribution costs. Within this neglected maze of interdepart- 
mental administration, executives have uncovered a new and re- 
warding arena for applying techniques of scientific management. 


PHYSICAL DISTRIBUTION DEFINED 


Appearing first on the program I am automatically accorded at 
least a temporal monopoly in offering one more in the growing 


*Donald J. Bowersox, Assistant Director, REA Express. 
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procession of definitions of just what constitutes physical distri- 
bution management, 

Physical distribution, broadly defined, is that dimension of 
management responsible for designing and administering systems 
devoted to controlling the movement of raw materials and finished 
inventories in a manner consistent with long-run corporate objec- 
tives. Distribution management trespasses and embodies elements 
of most corporate decision making centers, It is a team function 
concerned with the timing of material and finished inventory 
transfer. The objective of distribution management is to place the 
right quantity of the right assets at the right place in a manner 
timely to meet sales and production requirements at the lowest 
possible total cost. 


PHYSICAL DISTRIBUTION IS A TEAM FUNCTION 


It is important to realize that efficient distribution management 
is a team function demanding holistic corporate effort. Entirely too 
much managerial talent and time has dribbled down the bottomless 
cup of organizational semantics. From these fruitless attempts to 
identify and structure a single position in the corporate pyramid as 
the sole managerial control of physical distribution one single and 
readily apparent fact has emerged. No one man or one department 
can possibly possess sufficient technical knowledge, insight or 
information to direct all logistical activities related to market 
planning, purchasing, transportation, warehouse operations, in- 
ventory management, production planning, packaging, material 
handling and other aspects of corporate distribution management, 
Each is a technical and complicated field of professional endeavor 
requiring the full time attention of competent specialists. 

What is needed in business today is not another ‘‘Parkinsonian 
Empire.’’ Rather, the complex demands of modern business 
management require: 


(1) An over-all corporate sensitivity to the needs for 
highest inter-departmental coordination between the 
many specialized areas of management influential in 
successful distribution management. 


(2) A functional method of distribution cost accounting 
capable of adjusting inter-departmental cost trade- 
offs on a corporate wide basis. 


Only when total corporate management becomes distribution 
oriented and when accounting records are capable of accurately 
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evaluating would-be ‘‘heroes’’ and ‘‘reluctant villains’? on a 
systemwide basis, will management truly stand ready to strangle 
non-productive distribution expense. 


MARKETING AND ITS NEGLECTED 
RESPONSIBILITY 


This brief excursion into organization may appear far afield 
from marketing and other forces which influence distribution sys- 
tem design. However, it is not. Among the many managers who 
have neglected their physical distribution responsibility, the mar- 
keting manager is outstanding. Regardless of the fundamental 
need for coordination between demand creation and physical fulfill- 
ments in the market place, marketing executives and educators 
have historically neglected physical distribution. Only the most 
recent of marketing texts discuss physical distribution as a mar- 
keting function, Few institutions of higher learning have followed 
Michigan State University’s leadership in offering physical dis- 
tribution courses as part of the marketing curriculum. 

Distribution management has two basic sides—raw material 
management and finished inventory management, Programs de- 
signed to control finished inventory management center around one 
series of related decisions—when, where and in what quantity to 
physically locate products. The only sound answer to this vexing 
problem must emanate from market intelligence. The marketing 
manager must outline a broad program of finished inventory dis- 
tribution since he and only he has the prime responsibility of co- 
ordinating corporate marketing programs. 

It is the responsibility of the marketing department to issue 
inventory directives based upon knowledge of planned marketing 
efforts. The detail of satisfying market inventory requirements is 
properly the responsibility of specialists concerned with each 
functional aspect of physical distribution. The traffic manager, for 
example, is not in a position to predict inventory demands. But, 
given a clear communique of marketing requirements, the traffic 
manager is an expert in the technique of transporting inventory. 
It is the responsibility of marketing managers to coordinate all 
such types of technical know-how into an integrated marketing 
effort. 


THE NEED FOR A MARKETING 
ORIENTATION 
Distribution policies established by firms pursuing scientific 
inventory management clearly illustrate the requirement for 
customized programs to satisfy individual marketing demands. 
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Trends reflecting the number of distribution centers required 
to meet market demands vary by industries as well as between 
firms in similar industries. The choice between holding field or 
centralized inventories depends upon particular forces influencing 
each individual firm. Countless cases can be illustrated of firms 
increasing the number of distribution centers while others—even 
competitors—are pursuing a program of warehouse reduction. 
Many such adjustments initially began from a near equal number of 
warehouses for all major firms within particular industries, 

The question of what to hold in field inventory depots also re- 
flects contradictory trends. For example, one firm supplies con- 
sumer replacement parts. Their distribution policy is to adhere 
strictly to a program of echeloning inventories at various distances 
from the market place. The slower the part turnover the more 
centralized the inventory. The slowest moving parts are held at 
one central location which services the entire world. 

In contrast a second firm, who supplies industrial replacement 
parts, follows a completely opposite distribution policy. In order 
to meet unexpected demands this second firm holds sufficient 
quantities of all slow movers at each field inventory location, In 
contrast to the first firm, fast and medium turnover products are 
supplied on a regular basis direct to customers from plants and 
central supply centers. 

This differential in policy is easily explained when one examines 
the market each firm serves and the degree of product differentia- 
tion each enjoys. The first firm faces extensive competition on 
replacement parts on new models, However, asthe original product 
ages this competition decreases, making his firmthe only supplier. 
The second firm, on the other hand, sells a product with very little 
style deterioration and which has a high degree of competitive sub- 
stitutability. In this firm’s market, a supplier is measured by 
purchasing agents with respect to how fast unexpected production 
breakdowns can be remedied. 

Each firm faces a different marketing problem and each follows 
a different distribution policy with respect to finished product in- 
ventories. Many other cases could be cited to illustrate the need 
for customized distribution programs. While many trends may 
appear on the surface to be contradictory, they are not. Each pro- 
gram evolved from detailed analysis of what the marketing needs 
of the particular firm are and how they could be most economically 
satisfied. The final program developed to render integrated mar- 
keting a reality depends upon the combined impact of environ- 
mental, managerial and competitive forces. 
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Environmental or ecological forces influencing distribution 
policy are external to the firm. While the firm may exercise 
some control over the impact of these forces over time, they are 
generally considered constant during a given planning period. 
Environmental forces are summarized as follows: 


(1) Industry Competitive Structure—Most industrial and/or 
consumer marketing is conducted under monopolistic 
or oligopolistic conductions of imperfect competition. 
When competition is to a degree imperfect, distribu- 
tion offers a method of differentiating a firm’s market 
offer. To the degree that an industry tends toward 
the extremes of pure competition or monopoly the im- 
portance of finished inventory distribution as a com- 
petitive weapon diminishes. 


(2) Market Differentials—Markets vary in terms of quan- 
tity of purchasing power. Each firm attempts to 
isolate various segments of the total market as the 
**core’’ of their over-all product market. Core mar- 
ket targets in relation to over-all marketing effort 
represent one basic determinant of when and where to 
hold customized inventory mixtures. As the relative 
importance of a market diminishes, the tendency is 
toward centralized inventories with the reverse being 


true as volume increases. 


(3) Network of Service Industries—Goods must flow to 
market through common contract of private carrier 
networks. In many cases products flow through public 
warehouses, The array of available service industries 
and their alternative capabilities constitutes a restraint 
upon the freedom enjoyed in planning finished inventory 
policies, 


(4) Legal Structure—Legal parameters prevail at each 
stage of physical distribution. Such forces determine 
the freedom a firm enjoys in planning distribution 
policy. Most prevalent in physical distribution is the 
body of law regulating inter-city product movement, 


(5) Economic Forces—The general level of economic 
activity has a profound impact upon when and where 
inventory is placed. On a regional basis economic 
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fluctuation greatly influences inventory mix by acting 
as an independent governor on particular product 
turnover, 


MANAGERIAL FORCES 


Managerial forces influencing distribution policy are reflected 
by corporate goals as well asimmediate post distribution decisions, 
Such managerial forces are considered short-run being fixed for 
varying lengths of the planning period. 


(1) Marketing Programs—Managerial decisions concern- 
ing pricing, promotional mix, product mix and channel 
strategy represent restraints within which finished 
inventory management must be programmed and con- 
trolled. Decisions concerning each aspect of the 
total marketing effort should be formulated, in part, 
upon physical distribution considerations. However, 
once an integrated marketing program is developed, 
finished inventory must be managed in a manner which 
complements all aspects of the total marketing effort. 


(2) Locational Structure—Efficient and strategic inven- 
tory management must be conducted within a network 
of given locational points, These locations may be 
private or public and may be integrated through 
channel negotiations. The degree of fixity varies, 
with production location being most fixed, and retail 
locations being most variable. Normally, locations 
remain fixed during a given marketing period. 


Immediate Past-distribution Decisions —All inventory 
dispersements are made under conditions of uncer- 
tainty. Consequently they represent ‘‘risky’’ decisions 
subject to a high degree of misallocation. At any 
given time in a distribution program immediate 
decisions must be based, in part, upon immediate 
past history—good or bad. Inventory transfer costs 
are ‘‘ratchet-like’’ in nature meaning that the optimal 
result in final analysis is a rare occurrence. The 
typical distribution program represents a subop- 
timization of current demands in relation to past 
errors, The higher the degree of inventory central- 
ization, the lower the occurrence of suboptimization. 
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COMPETITIVE FORCES 


Competitive tactics, regardless of soundness, cast an im- 
portant influence upon a firm’s inventory decisions, Anuneconomi- 
cal inventory move on the part of a major competitor may force 
instantaneous reaction, Depending upon a great variety of factors, 
a firm may be forced to duplicate competitive moves simply to 
prevent consumer switchover. The degree to which this is true 
depends primarily upon the service elasticity of demand for the 
product mix in question. This need to duplicate competitive moves 
is offset by the extent to which the firm’s products enjoy real or 
imaginary differentials in the eyes of the customer. 


CONC LUSION 


In conclusion, forces which influence finished inventory distri- 
bution systems may be categorized as environmental, managerial 
and competitive. The impact of these forces creates a maze of 
interwoven factors from which each firm must develop a customized 
distribution program. Because of his basic awareness of market 
requirements, the marketing executive stands in a pivotal position 
to coordinate a firm’s inventory exposure to markets and competi- 
tion. Historically, marketing men have neglected this responsib- 
ility. To be assured of an integrated marketing effort, the market- 
ing manager must direct the ‘‘what,’’ ‘‘when’’ and ‘‘where’’ of 
finished goods distribution. The details of ‘‘how’’ remain the 
rightful concern of other specialists. In final analysis, physical 
distribution is a team function demanding holistic management 
attention. 
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60. QUANTITATIVE ANALYSIS OF 
PHYSICAL DISTRIBUTION SYSTEMS 


John Magee* 


Design of a physical distribution system requires a balance 
among business objectives and functional interests in par- 
tial conflict; among costs and advantages of development 
in transportation, communications, data handling and mate- 
rial handling; and between present and future interests of 
the business. The talk will review some methods of quanti- 
tative analysis which can be applied to these questions, 
with emphasis on the need for observations of the market 
and demand characteristics 


THE SYSTEM 
wish to characterize a physical distribution system schemati- 


cally. The flow of material and information is illustrated in 
simplified form by Figure 1. Figure 1 shows how a distribution 


Figure 1 
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*John F. Magee, Vice President, Arthur D. Little, Inc., Cambridge, Mass. 
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system is made up of a series of inventory or stock points linked 
by operations. The stock points may in part be under the same 
roof—for example, inventories of material in varying stages of 
completion; the corresponding operations may be manufacturing 
operations—conversion of items withdrawn from one stock point 
into new items in another stock point. 

The stock points may also be separated by considerable dis- 
tances, for example, central plant and field warehouses stocking 
finished goods. Here transportation is the operation separating 
individual stock points. Transportation in a field distribution sys- 
tem is much like a manufacturing operation inside a plant. In 
either case, material is taken out of one stock location and put 
into another in a different form. Transporting an item changes it, 
though perhaps not so strikingly as running it through a manu- 
facturing process. After all, a radio tube in a Chicago warehouse 
is quite a different item in terms of its utility to customers than a 
tube of the same specifications in Dallas. 

The physical product flow—operations transforming items in 
one stock location into those in another—is governed by a cor- 
responding information flow, in the opposite direction. Customer 
or user orders place demands on the last stockkeeping stage. 
This stage, in turn, must follow some procedure to initiate the 
replenishment operation. This operation in turn draws on the 
preceding stock unit for the required material. 

This highly simplified display of the interrelationship among 
stockkeeping units, operations and information processing for an 
individual item can, in one’s imagination, be compounded to repre- 
sent the highly complex patterns of physical distribution, of ma- 
terial and information flow, which exist in the world today. These 
complexities arise in part from needs imposed by complex product 
lines, in part from efforts to balance production, transportation 
and marketing effectiveness, in part from regulation. 


THE ROLE OF QUANTITATIVE 
ANALYSIS 


Quantitative analysis has a significant role to play in the design 
of physical distribution systems, first, because the proper choice 
of a physical distribution plan in the circumstances of any particu- 
lar company depends not merely on theory or generalizations but 
on facts, significantly on quantitative facts: costs, times, char- 
acteristics of the market and customers, product line character- 
istics, statistics of demand. 

In the second place, physical distribution decisions require a 
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reconciliation or balancing of partly conflicting objectives of a 
business: low production cost, even flow of product, low trans- 
portation paperwork costs, prompt response to market needs: 


The production man would like to operate under a level 
work load with long product runs and minimum disrup- 
tion. The salesman would like to take selling and promo- 
tional action with the comforting knowledge that any de- 
mand he might generate would be met, on the spot and 
without delay. The treasurer would like to keep toa 
minimum the use of funds to finance plant capacity, in- 
ventories, warehouses, and equipment. Etc. 


This balancing act poses difficulties for businesses whose thinking 
and organization often emphasize traditional functions. For physi- 
cal distribution is a process in which no function has a dominant 
interest. Quantitative analysis can help businesses work out the 
balance among objectives and interests in physical distribution. 

I will illustrate that quantitative analysis in physical distribu- 
tion implies observation and analysis of facts, not merely use of 
mathematical technique. Physical distribution systems are so 
complex that there is no single elegant technique for organizing all 
aspects of a physical distribution study. However, theoretical 
studies in the last decade have contributed greatly to conceptual 
understanding and technical apparatus available for studies. 


SOME ISSUES AND APPROACHES 


Here are some of the significant issues to which quantitative 
studies can make a contribution: 


Inventory Investment 


How much should be invested in inventory of a particular item 
at a given location? I do not propose to go into this question in 
detail, since it has been covered extensively elsewhere.’ It is 
sufficient to note (Figure 2) that one element of the inventory in- 
vestment (cycle stock) depends on the size of replenishment ship- 
ment—a balance of order handling and shipping costs against the 
cost of holding stock, including the cost of capital. Another 


1. Magee, John F., ‘‘Guides to Inventory Policy,’’ Harvard Business Review, 
Jan-Feb, Mar-Apr and May-June, 1956. 
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FIGURE 2 


CHARACTERISTIC DISTRIBUTION INVENTORY PATTERN 


SAFETY 
STOCK 


element of the inventory investment (safety stock) depends on 
policies with respect to capital investment and reliability of ser- 
vice, and on the variability of demand, the size of error charac- 
teristic of the inventory control forecasts. 

The period over which the forecast error or demand variability 
must be measured is the response time or lead time of the re- 
plenishment system. Consider, for example, a field warehouse. 
Its lead time is the time needed for it to make a replenishment 
order, time to process the order, communications time to the 
source of supply, perhaps the factory, time for the supply source 
to make up and load the order, time in transit, plus the fixed 
time interval, if any, between replenishment orders. For ex- 
ample, if the warehouse is on a biweekly reporting or reordering 
cycle, the two weeks must be added to the time for paperwork, 
communications and transportation. 

Quantitative analysis of inventory control systems has con- 
tributed substantially 1) in the identification of the system char- 
acteristics and costs that must be measured and the policies that 
must be made explicit, 2) in the use of inventory control theory to 
set up means for analyzing demand and making routine replenish- 
ment decisions automatically, consistent with policies. 
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There are clearly interactions between the two elements of in- 
ventory I have mentioned. For example, we may lengthen the re- 
view period in a field warehouse to cut paperwork and increase 
the size of replenishment orders for transportation economy. 
This may, for example, permit shipment in carload lots and car- 
load rates; lengthening the review cycle, however, lengthens the 
time period over which demand must be forecast, and char- 
acteristically increases the inventory investment needed to protect 
order service. However, this is not the time to go into such 
points in detail. I have introduced the inventory control problem 
to note that inventory control theory is fundamental to physical 
distribution studies and to point out the relationship between in- 
ventory investment and the response time or lead time and the 
time elements that make it up. 


Changing the Lead Time 


I have identified the principle elements of response or lead 
time as (Figure 3) reorder period, processing time, communica- 
tions time, assembly and loading time, and transportation time. 
I have also indicated in Figure 3 some of the ways in which the 
various elements may be speeded up—usually at acost. For ex- 
ample, we can reorder or report sales from a field warehouse 
more frequently, daily instead of biweekly; and in the extreme, by 
customer order. We can use mail, air mail, teletype, or a high- 
speed data channel like microwave or AT&T’s TELPAK. As- 
sembly and loading time may be cut by material handling aids, 
unitized handling, or possibly mechanized computer-controlled 
warehousing. You are familiar, I am sure, with the alternatives 
in transportation and the time and cost characteristics of these. 
It is noteworthy how many new technical developments can be 
brought to bear on the physical distribution process, how each 
new possibility if treated in isolation will tend to increase the 
cost of the system, how important it is to analyze the characteris- 


FIGURE 3 
LEAD TIME COMPONENTS AND SOME REDUCTION POSSIBILITIES 
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tics of each new alternative in the light of the response system as 
a whole. 

Analysis is necessary to measure the time characteristics and 
costs of the available alternatives, to determine what the relation- 
ship is, among well-balanced alternatives, between response 
time and system operating cost. 

A significant advantage of response or lead time reduction is 
reduction in required inventory. I have already noted how in- 
ventory investment, at a given service level, depends on demand 
variability over the lead time. This variability depends, in turn, 
on the length of the lead time. For example, Figure 4 shows the 
observed relationship between lead time and relative size of de- 
mand variability for one particular product line. It conforms to 
the general form of relationship we have observed: 


FIGURE 4 
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where Ost is the standard deviation of demand vs. forecast, ob- 
served over time t. 

The data in Figure 4 yields a value for a of .62. In some 
theoretical work, a value of a is arbitrarily assumed, sometimes 
a= .5, sometimes qa = 1.0. In any real investigation, analysis is 
necessary to estimate the functional dependence of demand vari- 
ability on lead time, and if it corresponds to (1), to estimate the 
value of A and a. 

Figure 5 illustrates the balance required between operating 
cost of the response system and inventory investment. As the lead 
time increases, operating cost may be reduced (Curve A) while the 
cost of supporting inventory investment increases (Curve B), lead- 
ing to an operating point with minimum total cost (Curve C). 
Since the position of Curve B depends on the cost of capital as- 
sessed against inventories and on service policies, the minimum- 


FIGURE 5 
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cost operating method is clearly dependent on managerial policy. 
Quantitative analysis is necessary to measure and state this 
dependence and to indicate the consequences of policy change. 

Both operating costs and investment affected by the replenish- 
ment time will depend on the number of points being replenished. 


The Number of Field Warehouses 


The minimum number of distribution points—plants, terminals 
and warehouses from which product is distributed to a customer— 
will depend on the geographical distribution of product, the accept- 
able time to deliver an order to a customer, the percentage of the 
market to be reached in a given time, and the speed of transporta- 
tion from distribution point to a customer. For example, the fol- 
lowing table shows the result of a study of the percentage of the 
U. S. consumer market that can now be reached by truck in a given 
time from receipt of order at the stated number of distribution 
points. 


Share of Consumer Market Reached, 
Compared with Time to Reach, 
No. of Distribution Points 


Distribution Points 


5 25 50 100 
Time 
1 day 33% 90% 95% 99% 
2 days 85 99 100 100 


These figures have obviously been affected by improvements in 
transportation techniques and facilities. Many firms, however, are 
operating distribution systems designed 20-30 years ago, which 
do not take advantage of recent major advances in transportation, 
for example improvement of trucks and road systems. 

The table of market service vs. time and number of distribu- 
tion points must be worked out for the particular product line, 
taking into account its particular market structure. For example, 
in one case we have found demand roughly proportional to popula- 
tion concentration, with 18 states accounting for 70 per cent of 
demand. In another case, we found demand highly concentrated, 
on the West Coast and in a belt from the Great Lakes east, with 
73 per cent of demand concentrated in 10 states. Analysis of the 
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pattern and anticipated pattern of demand is critical in distribu- 
tion system design. 

Subject to restrictions on service (and also, to test the price of 
changing these restrictions), analysis is needed to investigate the 
economic effects of varying the number of field distribution 
points. The principal cost elements of concern are: 


1. Facilities cost: We generally find the operating cost 
of a warehouse including data processing and commun- 
ication cost, as a function of its normal or design size, 
to be approximated by 


C=a+bxX 
and thus, warehousing cost for the system, 
Cy =aN+bS (2 


where N is the number of warehouses and S is demand 
in total. 


2. Transportation cost: Within a given mode of trans- 
port, transportation cost from plant to field distribu- 
tion point may be affected only in a minor way by the 
number of distribution points. Outbound transporta- 
tion from distribution point to customer may follow the 
form 


= kN-P (3 


where N is the number of warehouses and £8 depends 
on the uniformity of market density. (If the market 
were perfectly uniformly distributed, £ would equal i 
5.) 


3. Inventory cost: When distribution point territories are 
combined, demand variability and thus inventory re- 
quirements combine in a complex way. The exact 
pattern is dependent on the cross-correlation of de- ; 
mand among areas. In practice we find that the vari- 
ability of demand over a given time interval, asa | 
function of ‘‘area’’ or average demand rate, can be 
represented as 


= (4 


where D is the total average demand and a may 
generally take on values between .6 and .9. 
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Clearly, the costs will depend on the modes of operation—for 
example, degree of warehouse mechanization, type of transporta- 
tion used, type of communication and data processing system, 
etc. Thus, the cost balance and economy of operating more or 
fewer distribution points must be studied in relation to the replen- 
ishment system used. 

Even at this level of complexity, in the physical distribution 
study, it is clear that we are dealing with a host of alternatives: 
in policies—for example, policies with respect to capital cost, 
service standards; in operating modes—for example, transporta- 
tion medium, communication and data processing technique; and in 
extensiveness—for example, the number of distribution points. 
These alternatives interact; service standards affect relative 
economy of operating modes, the choice of operating mode in- 
fluences the cost of expanding or contracting the number of dis- 
tribution outlets. This condition cries for quantitative analysis to 
explore these alternatives, subject to the particular statistical 
characteristics of the market and cost characteristics of the 
business. 


FIGURE 6 
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Impact of the Product Line 


So far, we have considered physical distribution alternatives as 
if we are dealing with a single item while at the same time we are 
examining alternatives for distribution of the product line asa 
whole. In most businesses, however, we find a product line in 
which demand is highly concentrated in a few items while most 
items account for only a modest proportion of sales (Figure 6). 
The top curve in Figure 6 indicates the fraction of total items 
(vertical axis) with annual sales equal to or less than the amount 
shown on the horizontal scale. The lower curve indicates the 
fraction of total demand indicated by these items. We find this 
pattern, the lognormal distribution, to be characteristic of most 
product lines, though the slope (the standard ratio) may vary. 
This product demand distribution leads to the relationship shown 
in Figure 7, which illustrates the characteristically high degree of 
concentration of demand among a small percent of the items in the 
line. 


FIGURE 7 
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Other significant characteristics of the product line will also 
show wide differences. For example, we usually find that inven- 
tory requirements increase as the .7-.9 power of average demand. 
Thus the cost balance underlying the choice of system will depend 
on the level of demand of the item in question. Figure 8 
illustrates some of the alternatives available; we may use 


FIGURE 8 
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programming methods such as the transportation and transship- 
ment models?” to study alternate routings for items in the product 
line, and to define the breakpoints, or conditions which define the 
boundary between those items to be distributed one way, for ex- 
ample, direct plant-to-customer, and those to be handled another, 
for example, stocked in regional warehouses. 


2. Hetrick, James C., ‘‘Mathematical Models In Capital Budgeting,’’ Harvard 
Business Review, Jan-Feb, 1961, Appendix, p. 58 ff. 
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Planning for the Future 


So far I have discussed the problems of distribution systems 
planning as if the planning were static, as if we could make our 
plans to meet a static (and presumably well-known) market re- 
quirement. In many cases, this is a reasonable assumption; the 
anticipated rate of change of the market is low enough and the 
ability to modify the distribution system great enough so that a 
static view is useful. In many other circumstances, however, we 
must take a dynamic view of the distribution system, 


1. Because change in the system may be expensive and 
laborious 

2. Because anticipated future needs may be inconsistent 
with present needs 

3. Because we may not be able to see the future too 
clearly. 


Under these circumstances we may want to give up some im- 
mediate advantage in order to be in a better position either to 
have a system better suited to the future as we anticipate it, 
without expensive changes, or to be in a more flexible position to 
deal with the future as it unfolds. 

In these problems quantitative analysis can be of great value in 
working out the consequences of alternative systems under various 
possible market conditions, a series of static solutions under 
alternative conditions hypothesized for various future points in 
time. Our concepts and techniques are still weak, however, for 
evaluating the consequences of these alternatives with respect to 
immediate moves. 

Let me try to use an illustration to make the problem more ex- 
plicit. The illustration is taken from Hetrick although the analy- 
sis is not identical. He states the problem as: 


‘*‘A problem arose because of the existence of a manu- 
facturing plant which, although physically adequate, was 
technologically obsolete and unable to supply the quality 
of products required in today’s market. The plant in 
question was rather small compared to those then being 
built. Since it was argued that a plant of this size was at 
an inherent disadvantage for economic operation, there 


3. Hetrick, James C., op. cit. 
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was considerable managerial controversy over the proper 
course of action—whether to modernize the operation by 
construction of better facilities or to scrap the existing 
plant and supply the area involved from facilities else- 
where, e.g., plants in adjacent states.’’ 


Hetrick notes that when the problem was studied using the trans- 
portation model of linear programming, under conditions antici- 
pated in the near future, and five and ten years hence, the follow- 
ing pattern of solutions arose (Figure 9). 

The table shows, for example, that program ‘‘A’’ gives an 
optimum balance of operating cost and investment, under the con- 
ditions anticipated in the near future, while ‘‘C’’ is optimum under 
the conditions anticipated ten years hence. In theory there are 27 
plans over time that might be considered, although in practice 
some are excluded. For example, it was concluded that if pro- 
gram ‘‘B’’ were adopted, it would be impractical to go to ‘‘A’’ or 
**C’’, reopening the plant in question. 

There are 11 program sequences that are reasonable, each with 
its own pattern of investment and operating cost. (In addition there 
are conceivably other possibilities, represented by solutions in- 
termediate to programs ‘‘A’’ and ‘‘C’’.) On the assumption that 
conditions in future years are well known, these patterns of 


FIGURE 9 
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investment and operating cost may be evaluated, perhaps by dis- 
counted cash flow or present value techniques, although these are 
not entirely satisfactory. 

The situation becomes considerably more difficult, however, if 
we are seriously uncertain about the market or costs five to ten 
years hence. Then, though the number of alternative programs 
may not increase, the evaluation of these alternatives becomes 
difficult. This is not simply a matter of computational volume, but 
of conceptual fuzziness. The value of flexibility, the value of 
avoiding current commitments where there is a significant ele- 
ment of risk due to inflexibility, becomes high. While a number of 
interesting approaches are being taken to evaluation of risky in- 
vestment programs, I believe we have a good way yet to go. 

I do not mean to imply that the conceptual problems of dealing 
with uncertainty and risk make quantitative analysis valueless; 
quite the contrary. Analysis can help bare the consequences of 
alternative plans. I believe, however, that development of con- 
cepts for analyzing uncertain returns from investment programs 
is a most intriguing and challenging research field. 


Conclusion 


Interest in physical distribution systems is growing widely. I 
have suggested that quantitative studies can help clarify conflicts 
in policies and functional objectives, and have indicated some of 
the concepts I believe are fruitful in a systematic study of physi- 
cal distribution. I have tried to show how these concepts can be 
brought to bear on many issues in a distribution system, and to 
demonstrate that quantitative studies of physical distribution must 
rest on detailed observations of the particular system and market. 
Development of study concepts and techniques is a vital topic; 
though much progress has been made to develop methods having 
practical value now, we have opportunity for a good deal of work 
particularly in development of long-range programming tech- 
niques. 
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61. THE RELATIONSHIP 
OF TRANSPORTATION 
TO DISTRIBUTION 


Robert L. Banks* 


The terms, "physical distribution" and "transportation" rep- 
resent two aspects of the same function, the movement of 
goods through all the steps of production to the final con- 
sumer. This process is influenced by both physical and 
non-physical factors A part of the process, intercity com- 
mon carrier freight transportation, provides an example of 
economic specialization wherein public policy tends to 
deprive the specialist of his theoretical advantages. How- 
ever, individual transportation companies and the common 
carrier industry as a whole must view themselves not as 
manufacturers of ton-miles but as parts of the distribution 
systems of all the shippers and receivers of freight. The 


paper points out that neither the fastest nor the least ex- 
pensive transportation is necessarily the best suited to the 
distribution requirements of particular shippers, and discus- 
ses specific aspects of transportation's part in the produc- 
tion-marketing system, from the viewpoints of both trans- 
portation economics and physical distribution analysis. 


BROADLY, PHYSICAL DISTRIBUTION 
IS TRANSPORTATION 


HE title of this paper may make it seem a mere exercise in 

emphasizing the obvious, for in broad terms, physical distribu- 
tion is the sum of all the marketing decisions which affect the 
movement of goods from one place to another. However, the 
great difference in viewpoint between physical distribution analy- 
sis and transportation economics and perhaps the even greater 
difference in outlook between the individuals engaged in marketing 
or physical distribution management and those with transportation 
firms merits an examination of the relationship which makes them 
both participants in an identical economic process. 


*Robert L. Banks, R. L. Banks and Associates, Washington, D.C. 
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Physical distribution analysis is system-oriented, it is con- 
cerned with the paths of goods moving within the firm and to mar- 
ket, as these movements are a part of its entire production and 
marketing system. Transportation is the moving portion of the 
system, it is in fact a combination of the moving portions of many 
systems, the consolidated flows of goods originating with many 
firms. Where distribution analysis is concerned with the move- 
ment of goods as a part of the producing and marketing process of 
particular firms, transportation is concerned with many different 
product lines of many different firms, moving between a multitude 
of origins and destinations. 

In the view of the distribution executive, transportation facili- 
ties, whether common carrier or producer-owned and operated, 
are tools with which costs can be minimized and profit contribu- 
tions maximized. From the viewpoint of a transportation company, 
by contrast, distribution managers create the demands which must 
be satisfied. The proper concern of both users and producers of 
transportation is to minimize the resources devoted to, i.e., the 
costs of, physical distribution. 


PHYSICAL AND ENGINEERING 
REQUIREMENTS OF THE 
DISTRIBUTION SYSTEM 


An ideal or optimum distribution system would presumably be 
part of an ideal manufacturing and marketing system. In this 
Utopia all the parts would mesh perfectly together to produce the 
most efficient results at the lowest possible total cost. Physical 
distribution would perfectly complement production and sales, and 
transportation would be the perfect tool of physical distribution. 
Specifically, factories, warehouses and wholesale and retail estab- 
lishments would be laid out for efficient materials handling geared 
to the most advantageous means of intercity transportation. How- 
ever alluring this prospect, physical distribution in reality must 
often compromise with inherited facilities and budgetary limita- 
tions. 

Plants designed by architects or engineers quite conscious of 
internal processing requirements or of human amenities may 
reflect inadequate consideration of physical distribution require- 
ments. As a result, the product may suffer from distribution 
diseconomies which could be, and often are, quite substantial. In 
other cases, transportation and indeed overall systems savings 
may require investment in storage space or in materials handling 
equipment which, while it might pay for itself in the long run, 
represents a burdensome expense. Alternative choices—always an 
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important strategic consideration—may be narrowed or eliminated 
because private sidings and wharves are quite expensive to install; 
in the absence of advance planning their installation may be 
virtually impossible. 


THE INFLUENCE OF NON-PHYSICAL FACTORS 
ON PHYSICAL DISTRIBUTION AND 
TRANSPORTATION 


Industry Pricing Patterns and Competitive Practices 


If all goods were sold f.o.b. point of production, purchasers 
would weigh very carefully the rates and services of the various 
carriers. If quantity discounts on the part of the manufacturers 
were to supplement low freight rates for large volume shipments, 
these incentives would tend more to offset the disadvantages of 
buying in large quantities. In many cases, however, producers 
will absorb freight charges so as to compete in distant markets. 
In such cases, if the receiver or purchaser specifies the means of 
transportation, convenience is everything, economy nothing. 

Industry pricing patterns are not the whole story; competition 
may put a premium on prompt delivery, packaging, or other fac- 
tors. The customary order quantity and inventory policy likewise 
have great effect on attainable transportation economies. Here 
the decisive question is whether the large inventories are kept by 
the manufacturer or someone further down the distribution chain. 


Carrier Rate Patterns and Competitive Practices 


Carrier rate patterns and competitive practices, both inter- 
modal and among carriers of the same mode, constitute another 
very important non-physical influence on distribution and market- 
ing policy. On the railroads, for example, because so many ship- 
ments move over more than one carrier, and because of a history 
of destructive competition, freight rates are more often the work 
of freight bureaus (mechanisms peculiar to transportation which 
set prices free of anti-trust restraints) than of individual rail- 
roads. Thus, with some exceptions, the railroad freight rate for a 
given commodity from one point to another is the same regardless 
of the railroads used. There is no direct, open rate competition 
between railroads. There is, however, service and rate competi- 
tion of a different kind. It is market competition involving prod- 
ucts of the same type from different origins. Railroads competing 
from Detroit to Chicago will not cut freight rates in an attempt to 
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get the business one from the other but a third railroad carrying 
the same commodity from Minneapolis to Chicago may reduce its 
freight rate in an endeavor to gain or retain the Chicago market 
for the producer on its line and thus to gain or retain the move- 
ment for itself. Such situations are in large measure responsible 
for the great complexity of the railroad rate structure. Also con- 
tributing to the historical development of the rate structure has 
been the attempt to set relatively low rates for heavy, bulky, low- 
value raw materials and relatively high rates for high-valued 
manufactured goods. This so-called ‘‘value of service’’ approach 
to the pricing of transportation service all too frequently obscures 
rather than reflects the engineering and economic realities. 

Freight bureaus are not confined to railroads alone, but also 
set prices for water transportation and for trucking, and the 
rigidity of the freight bureau rate-making system is to some ex- 
tent offset by the very active rate competition among the various 
modes of transportation. This competition is intensified by the 
fact that a large part of highway freight traffic and most inland 
waterway freight is not under economic regulation, i.e., the 
government does not, for these unregulated parts of the transpor- 
tation industry, oversee carrier pricing policy. 


The Impact of Private Transport 


The availability of unregulated private transportation puts a 
limit upon the diseconomies which may be caused by the irration- 
alities of carrier rate patterns and competitive practices. Ifa 
distribution manager finds public transportation service inade- 
quate or unrealistically priced, he can buy or lease trucks and 
perform his own transportation. From an overall economic point 
of view, this may often be an unfortunate solution, because trans- 
portation carried on as an adjunct to some other business is not 
likely to be as efficient as if it were the main function of the firm. 
On the other hand, the existence of private transport costs asa 
rate ceiling and private transport operation as a service standard 
should force public carriers to provide good service at economi- 
cally realistic rates. 


Regulatory Restraints on Optimum Transport 
Performance 


Intercity freight transportation is a good example of economic 
specialization. Each producer could, theoretically, buy his own 
trucks and carry his own goods from one stage of production to 
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another and to their final markets. Transportation firms, how- 
ever, have developed the facilities and the skill to perform this 
one function efficiently and by gathering together the goods of 
many producers they are able to utilize resources devoted to 
transportation much more efficiently than would be the case if 
each producer did his own shipping. 

The development of the railroad made the transportation 
specialist’s advantage almost overwhelming. These advantages 
are equally obvious in air and water transportation where equip- 
ment costs are substantial. But the ease with which today any 
business may acquire and operate its own trucks has greatly re- 
duced this advantage. 

Thus, the theoretical benefits of economic specialization, as 
valid in transportation as elsewhere, have been obscured by public 
policy which encourages firms whose primary interests lie out- 
side the transportation industry, to provide their own transporta- 
tion free of regulatory restraints. Meanwhile, economic regula- 
tion denies to all public carriers that flexibility in price 
competition which would enable them to compete with the shippers’ 
own transportation facilities. This rigidity lies not merely in the 
requirements imposed for publication of rates and the delays and 
impediments by which these can be suspended and investigated; it 
lies also in the tendency of regulation to perpetuate, indeed to em- 
balm, the frequently uneconomic rate patterns mentioned earlier. 
And all too often regulation is used by public carriers to their 
mutual disadvantage as a weapon of intermodal competition. 


Modern Transportation Must Recognize Its 
Physical Distribution Function 


The very fact that modern technology and public policy facili- 
tate private transportation, and that custom and regulation have 
tended to mask the economies of specialization in this field only 
emphasizes the imperative necessity for common carriers to ex- 
ploit their inherent advantages. If the common carrier network 
as we have known it is to survive and prosper, it must broaden its 
view of itself. No longer can transportation be regarded as an 
isolated function, physically and conceptually removed from the 
production process. Today air, motor, water and rail carriers 
are beginning to recognize that their proper role is as part of the 
total marketing mechanism for the nation’s goods. In this posture, 
realization of their potential requires performance surpassing that 
which the shipper can provide for himself. ; 
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Carriers are Selling a Service, Competing with Each 
Other, And with ‘‘Do-It- Yourself’’ 


Although freight transportation is intensely competitive, the 
competitive effort in general is far too narrowly directed. Rail- 
road freight salesmen feel they have achieved great success when 
they get a few carloads away from another railroad. A truckline 
is proud of service which enables it to win business away from a 
parallel railroad, while charging higher rates. Yet the growth of i 
private and unregulated carriage shows that neither the railroad 
nor the truckline is being truly successful in its competitive ef- 
forts. The existence of this blind spot is beginning to be recog- 
nized and recognition should be the first step toward a cure. Up to : 
this moment, however, the first step seems typically negative and : 
responsive. It is too often apt to be simply a rate reduction re- 
flecting a shipper’s threat to go out and buy his own trucks. 


The Service is Not Ton-Miles, and the Price is Not 
the Freight Rate 


Volume of transportation is measured in ton-miles and trans- 
portation firms frequently think and speak of themselves as manu- 
facturers of ton-miles. More properly they are producing a | 
service. The service that they sell is to provide a part of the 
distribution system, and its price is controlled by alternative 
transportation arrangements available to the user. The proper 
objective of the modern transportation firm should be to move 
each customer’s goods in a manner which minimizes the total cost 
of manufacturing, storing, transporting, packaging, and marketing. 
This minimization of total cost is the proper objective because 
minimal movement cost does not necessarily equate with minimal 
total cost, and because change in transportation can well induce or 
require changes in every other part of the marketing process. 

Actually, to operate a transportation system on this basis is a 
very large order indeed. In fact, the transportation firms cannot 
do it unassisted. No transportation man knows more about the 
firms he serves than they themselves do, but if a transportation 
salesman knows intimately the capabilities of his own company, if 
he really believes that his function is to be a part of a distribution 
system, and if he has an informed, intelligent understanding of 
physical distribution, he can work with distribution managers to 
tailor transportation services to physical distribution require- 
ments. Such men have until now been few, but their number is in- 
creasing, as transportation firms have in recent years begun to 


| XUM 


TRANSPORTATION AND DISTRIBUTION 519 
realize that modern merchandising of their product requires a 
consumer orientation as long absent in transportation as it has 
been present in other industries. 


Neither Fastest nor Cheapest is Necessarily 
Appropriate 


When emphasis is placed upon such factors as the capital tied 
up in inventory, une might conclude that the fastest transportation 
is always the most desirable. Considering only direct expenses, 
one could by contrast conclude that the least expensive is prefer- 
able. Actually, of course, neither fastest nor cheapest transporta- 
tion is necessarily best suited to particular situations. 

Sand is a commodity of low value, easily stored. It can be 
piled outdoors at no great expense for protection and rehandling. 
A large amount of it can be in inventory without tying up much 
capital. Since it is of low value, even a moderate freight rate is 
fairly large in proportion to the cost of the sand itself. Under 
these circumstances, it is not surprising that the direct cost of 
transportation is very important in the movement of sand. The 
users of sand are quite willing to accept long and irregular travel 
time and shipment in large quantities in order to get low freight 
rates. 

Transistors are a contrasting case. They are light, compact, 
extremely expensive and require protection in movement and 
storage. Few purchasers use transistors in large lots, and to tie 
up a substantial quantity in storage or slow movement for evena 
few days would mean freezing significant amounts of working capi- 
tal. Even the highest freight rate would represent a very small 
fraction of the price of a transistor. More important considera- 
tions are careful, expeditious and dependable movement. Yet even 
here, the very fastest transportation may not be the wisest choice. 
Transport arrangements involving a single extra day may not 
result in prohibitive interest cost if the slightly lower cost 
transportation gives greater dependability, so that the consumer of 
transistors need not carry a protective stock. 

The true economies of transportation are sometimes paradoxi- 
cal. In the cases of lumber and coal, for example, the transport 
and warehousing functions are thoroughly commingled. As a re- 
sult of operating changes, one railroad was cble to reduce the 
transport time of an important coal movement by a full day. This 
apparent improvement in service resulted in no increase in freight 
charges, yet the customers were not pleased; quite the reverse. 
The expedited movement gave the concerned coal brokers insuf- 
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ficient time to sell their product. The case of lumber is perhaps 
better known. Since the provision of a storage service in addition 
to transportation could be considered ‘‘undue preference,’’ the 
Interstate Commerce Commission felt it necessary to issue an 
order forbidding deliberate delays by rail carriers engaged in 
transporting lumber, such delays arising from their desire to af- 
ford their customers a needed and wanted service. 


Transportation a Part of the System 


The best type of transportation in each instance cannot be 
chosen simply by considering the nature of the commodity to be 
moved. Production and sales quantities also have a very important 
influence on the optimum transportation design. If the customary 
lot size of manufacturing runs of orders is large, it lends itself to 
bulk, normally cheaper, transportation. If the lot sizes are small, 
the user of transportation may elect to accumulate a considerable 
manufacturing run and then ship it to a warehouse, where it is 
again stored until purchased in small quantities. Thus there can 
be a double storage cost, the elimination of which can justify 
fairly high freight charges, if the alternative of small lot frequent 
shipment direct from producer to consumer or retail outlet is 
available. But manufacturing is the very inventor of economies of 
scale; customary lot sizes may well need reviewing. If discounts 
are offered to reflect economies in manufacture and shipment, 
purchasers may suddenly find that they can order large quantities 
after all. The questions of storage and standard quantities are, of 
course, related. Where the final purchases are necessarily small, 
mass production and volume transportation may make distribution 
from several strategically located warehouses very attractive. 

Handling and packaging are parts of the transportation cost that 
do not appear in the freight charges. Shipments by railroad and by 
ship are apt to require rehandlings which are expensive in them- 
selves, and which together with exposure in movement lead to the 
necessity for more expensive packaging than is required for truck 
or air movement. Perhaps the extreme in packaging is that which 
was said to be required of electronic equipment moving overseas 
during the second World War. This was supposed to be packed so 
that it could be rolled down a long flight of stairs, dropped three 
feet onto a concrete platform and subsequently left on the beach at 
low tide. Even less rigorous packaging requirements may add 
significant increments to total distribution expense, and in fact be 
the ultimate determinant of choice among several transport al- 
ternatives. Closely related to handling and packaging are 


| 
| 
| 
| 
| 
| 
XUM 


TRANSPORTATION AND DISTRIBUTION 521 


problems of loss, damage and spoilage. Container and piggy-back 
systems, by eliminating intermediate handlings, frequently reduce 
loss and damage and simplify packaging. Ultimately, such sys- 
tems, due to these and other advantages, are likely to play an 
important role in the distribution mechanics of the nation. 

A carrier which subjects goods to loss, damage, or spoilage is 
laboring under a severe handicap. It must offer very substantial 
economies in freight charges or in other items to offset this dis- 
advantage. The measure of the competitive handicap is not just 
the amount of damage claims made. Such claims represent the 
cost to repair or replace the goods involved but the receiver of 
freight does not want his goods repaired or replaced at some later 
date; he wants them in good order when he receives them. The 
administrative cost of pressing claims and the more serious cost 
of delay in receiving anticipated shipments will be assessed pretty 
highly. 

We are now able to formulate the general criteria for design of 
a distribution system, a design which imposes the requirements to 
be met by modern transportation firms. Such a system must con- 
sciously relate the manufacturing and marketing processes of the 
involved commodities to the points between which they are to 
move, and the characteristics of the various types of public and 
private transportation which are available. After analyzing the 
nature of the production system, the location of the purchasers, 
the size and frequency of their orders, and established pricing and 
selling practices, a distribution manager could lay out a movement 
pattern for a whole variety of commodities between different ori- 
gins and destinations, in different quantities, with different re- 
quirements as to speed, regularity, and other service characteris- 
tics. For each of these movements in the pattern, he would 
determine alternative costs of providing transportation which most 
nearly fit the pattern requirement. Where direct transportation 
costs of the initial design appeared high, these could be weighed 
against costs of providing less expensive types of transportation, 
adding to these lower transportation charges, the inventory costs 
of goods in transit and the inventory and storage costs of goods in 
protective stocks. Alternative designs would be formulated for 
variations in production volume of each involved commodity. Then 
the prudent distribution manager would make a searching reexam- 
ination of the whole system. Should he combine movements to 
gain the benefits of quantity? If he is contemplating private 
transportation can he rearrange his pattern to provide back hauls? 
Can customary shipping quantities and perhaps other traditional 
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market practices be reconsidered to make possible savings not 
only in transportation but in manufacture? 

Obviously, pat solutions are unlikely. A one-plant manufactur- 
er with a national market could eliminate all local and regional 
stocks and could ship by air exclusively. Such a system has the 
virtue of simplicity. The saving from elimination of outlying 
stocks can be calculated. Presumably, to justify such a system, it 
would save enough to pay for the air freight. But air freight is not 
the total transport cost. A larger plant storage area; a high 
capacity, high-speed inventory control and order system; and 
possibly a leased wire network; will be required. Even then, 
some customers may be lost because they can’t buy off the shelf. 
When all these factors are weighed, the system may still be worth- 
while. The danger is that they will not be weighed, that lack of 
appropriate analysis will burden a firm with a modern, fashionable 
distribution system that increases expenses and reduces sales. 
In short, the fundamental criterion for the design of a distribution 
system is that it be considered a part of the total operations of the 
particular firm and that the design comprehend the most advanced 
knowledge of every facet of these operations. 


Carrier Characteristics as a Factor in Shipper 
Choice 


Each form of transportation suffers or enjoys well-known 
handicaps and advantages. Water transportation can offer low 
freight charges but at the expense of slow service and necessarily 
large quantity shipments. Air transportation is well suited to 
shipment in small quantities and offers great speed but air cargo 
rates are very high. Rail and truck transportation generally lie 
between these two extremes. It would be ridiculous for an airline 
to offer to carry freight at barge rates and it would be equally 
hopeless for a barge line to attempt to match airline service 
standards. Unfortunately, the handicaps are not always ac- 
knowledged, nor the advantages exploited. Many rail carload 
freight rates are based upon minimum weights which are equal to 
a truckload, thus effectively wasting the boxcar’s larger capacity. 
On the other hand there are instances of low truck rates based on 
a two-truckload minimum weight, although the economy of moving 
two truckloads at once is negligible. Generally, truck and air 
carriers exploit the service advantages which they frequently en- 
joy of greater speed, lower minimum weight, less damage, simp- 
ler packaging, and greater flexibility. Railroad and water car- 
riers properly exploit their efficiency in producing ton-miles. 
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Railroads, at any rate, could do much more inthis line. There 
needs to be more development of incentive rates to encourage full 
loading of cars and of multiple carload rates to take advantage of 
the efficiencies of group or even trainload movements. 

On the other hand, some defects should be overcome by serv- 
ice improvement rather than simply offset by lower freight rates. 
While trucking is not as fast as an airplane, the expense of extra 
handling and the time consumed going to and from the airport may 
well enable a truck to compete in speed for movements up to a 
distance of several hundred miles because generally overnight 
movement is all that is required. There is no great gain in having 
goods arrive at three A.M. if a plant doesn’t open until seven. 
For journeys of moderate length, the time spent in gathering cars 
into trains and sorting them out again, may well make rail trans- 
portation slower than truck but there appears to be no sound 
reason why it should also be less dependable. 


Special Problems of Transportation as a 
Regulated Utility 


Common carrier transportation companies are regulated like 
public utilities even though intercarrier and intermodal competi- 
tion is keen; and all such carriers compete with unregulated and 
private transportation. This combination of competition and public 
utility type regulation distinguishes public transportation from 
other forms of economic activity. Adjustment of rates to change 
in supply and demand is a slow and difficult process. Of course, 
stability in freight rates is to some extent desirable to enable 
businessmen to plan where they can buy and sell and to enable 
distribution managers to work with some degree of foresight. But 
nearly complete rigidity creates diseconomies and frequently 
leads to use of less economical means of transportation or of 
some less economical alternative to transportation such as ex- 
cessive decentralization of plants or warehouses. 

Regulation is not confined to rates. Highway and air carriers 
are restricted as to the routes they may follow and the points 
they may serve. Such restrictions can lengthen hauls, reduce 
load factors, and limit the ability to serve the public. These 
restrictions and those imposed upon the entry of new carriers into 
the field limit competition, but they have arisen in response to 
very real historical problems. Railroads in the nineteenth century 
paradoxically illustrated the evils of both monopoly and destruct- 
ive competition. As a result, regulation has attempted to serve 
conflicting objectives. It attempts to substitute for competition, 


| 


524 SOCIAL RESPONSIBILITIES OF MARKETING 


to preserve competition, and to limit the extent of competition 
under the very different conditions which obtain today. These 
aims are not only mutually exclusive, they are in many respects 
outdated. 

Another public utility obligation is the duty to serve all comers 
and generally to continue to give all the services for which the 
company was originally chartered. The construction contractor 
has a perfect right to decline to bid on a job which doesn’t look at- 
tractive to him but a common carrier must accept any business 
offered to the limit of its ability, even though changing conditions 
may have made some phases of its business unprofitable and 
burdensome to the rest of its operations. 


SUMMARY 


Physical distribution and transportation are more or less 
synonymous terms as used by two different disciplines. Those who 
practice these disciplines should be conscious of this identity of 
interest and function. Such a consciousness will help assist ex- 
ecutives to set up appropriate distribution systems for their com- 
panies, providing their own transportation and using the various 
types of for-hire transportation, as each may fit their need of 
system optimization. Managements of transportation firms are 
beginning to understand their role as functioning parts of the 
distribution systems of all their customers, they are beginning to 
cooperate with distribution managers in fulfilling this role and in 
learning and teaching how they can broaden the contribution they 
undoubtedly make. While so doing, transportation managers are 
not overlooking the fundamental economies of public transportation 
in general and of their own type of transportation in particular. 
Mutual understanding between the professions of transportation 
and distribution management will improve the standards of each, 
will strengthen the system of public transportation, will benefit 
the users of transportation, and by increasing the efficiency of 
production and marketing will increase the wealth of society. 


62. DISCUSSION 


ILLIAM J. BAUMOL:* Mr. Magee’s very lucid summary of 

some of the operations researcher’s contributions to de- 
cision making in the area of physical distribution systems implic- 
itly brings out one remarkable fact—that, despite all its writings 
on these subjects, the literature contains relatively little on what 
might well be considered the heart of the system—the operations 
of the carriers themselves. We have tended to lavish our atten- 
tions on such comparatively peripheral matters as inventories and 
warehouses. Even the now classical transportation model really 
investigates who should ship to whom, and usually involves no 
consideration of the means whereby the shipment gets where it is 
going. 

Probably, the explanation for this somewhat lopsided orienta- 
tion of our work is to be found in an operational consideration, 
the relative frequency of concern with the different types of prob- 
lems. Almost every firm runs inventories but comparatively 
few companies operate railroads. The operations researcher’s 
area of concern is largely chosen for him by his clients. Asa 
result, while we find a few miscellaneous studies on the efficient 
movement of box cars, and the like, there seems to be no 5ys- 
tematic attack on the fundamental problems of the carriers. 

And yet, very fundamental problems they are. The plight of 
the railroads, the financial worries of the airlines (and, for that 
matter, of the airplane manufacturers) are of vital concern for 
the entire economy, and I cannot believe that rigorous analysis 
can make no significant contribution to their solution. 

Even brief consideration, for example, suggests that mathe- 
matics can help us to understand better the dynamic process in- 
volved in the decline of the railroads; the successive steps where- 
by a fall in traffic leads to a rise in rates and a reduction in the 
quality of service, and this, in turn, produces a further fall in 
traffic, and so on, ad infinitum. There exist standard mathemati- 
cal tools for examining the convergence properties of such a dy- 
namic process. Though it may not at first thought seem plausible, 
this sort of time path may eventually tend to settle down at some 
steady level below which further deterioration will not occur. It 
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may be of some interest, then, to seek to determine where the 
system is heading, because only then can the full seriousness of 
the situation be evaluated, and the appropriate scale of the reme- 
dial measures be determined. Such a calculation might well lead 
to a reexamination not only of the plans of the railroads them- 
selves, but also of the various public bodies which are directly 
and indirectly concerned. 

A more specific contribution might be made by formal analytic 
techniques in the area of pricing. In a recent conversation, a 
railroad economist told me that the Interstate Commerce Com- 
mission, in its efforts to prevent ‘‘unfair competition,’’ had taken 
the view that a so-called full cost price calculation provides the 
appropriate criterion of fairness. That is, unless rates are at 
least equal to calculated average cost (including some neces- 
sarily arbitrary fixed cost figure) plus a conventional markup, 
they are taken to constitute cutthroat competition. Now, econo- 
mists have long argued that the full cost calculation is usually a 
wrong headed Neanderthal approach to pricing. Instead, they 
have advocated marginal cost pricing, in which any service is 
offered so long as it can be sold at a price which exceeds its 
incremental variable cost. In this way the public is likely to re- 
ceive more, better and cheaper service, and the company is 
virtually certain to increase its profits. Because it contains so 
many paradoxical elements the argument does not easily carry 
conviction—the view that a company can earn more by charging 
lower prices, or that it is not unfair to price below the calculated 
‘full costs’? does not readily recommend itself to the intuition. 
Rigorous analysis can surely settle these questions and show the 
way to better pricing practices than those yielded by a traditional 
and ritualistic full costing. In an industry whose future is so much 
under a cloud, and which is so important for the economy, one 
would think this kind of analysis is appropriate and, indeed, 
urgent. 


DWARD W. SMYKAY* We have heard three views expressed 
today on physical distribution. Bowersox emphasized im- 
proved marketing effort through separation of physical flows of 
materials from demand generating functions of marketing. This 
view appears in Vaile, Grether and Cox ‘‘Marketing in the Ameri- 


can Economy’? in vestigial form and in other sources. 
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Magee emphasized the central role of inventory control in 
physical distribution primarily on grounds of efficiency standards 
in an environment largely characterized by proprietary control of 
products from plant to warehouse under the manufacturer’s 
control. 

The difference in the two views is that Bowersox deals with 
an open system where all marketing institutions become vari- 
able. Magee deals with a closed system which includes only 
those marketing institutions controlled by the manufacturers and 
includes, presumably, other institutions or part of the response 
system to which the manufacturer responds. 

Banks placed transportation in the central role of distribution 
planning. This position somewhat controvenes Magee’s position on 
the central role of inventory. 

The three views then are (1) marketing planning in rear- 
rangement of marketing institutions to suit physical distribution 
requirements (Bowersox), (2) inventory control to generate cost 
efficiencies and (3) transportation for scheduling control. There 
appears to be more of a difference of emphasis in these three 
views rather than one of substance. 

My special remarks are addressed to Banks’ paper. One cur- 
ious facet of transportation is its emphasis on regulatory process. 
And yet, from ICC estimates only 30 per cent of all inter-city 
freight moves via regulated transport. If intra-city moves are in- 
cluded, this ratio drops even lower, perhaps to 10 - 20 per cent. 
It is time that transport specialists directed a reasonable part of 
their attention to the 80 - 90 per cent of freight which moves via 
non-regulated means of transport. It appears apparent, that the 
vast proportion of shippers effectively circumvent regulation in 
scheduling their movements. 

Another aspect of transport as it relates to distribution in- 
volves measures of demand as part of the price determinant. The 
major way in which demand enters transport pricing is through 
the value of service principle. But value of service usually is 
not a precise measure and states relationships in the rate struc- 
ture rather than precise rates. 

Physical distribution provides more scientific criteria by which 
demand elements may be included in transport pricing. Two ways 
that this might be done is through inventory costs and profit meas- 
ures. Surely, if profit maximization is a valid principle, then 
transport prices may be adjusted to meet profit criteria. From 
this vantage point it appears possible that the railroads may have 
given away too much in price reduction based solely on cost 
consideration. From this point of view it is possible to show that 
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rate adjustments to zero levels will not cause certain traffic to 
move. 

Another aspect of physical distribution planning from the de- 
mand side involves current corporate practices in accounting. The 
P & L statement and balance sheet simply do not reflect transport 
costs except as averages over all products. This necessitates 
special studies of distribution which more precisely identify those 
costs which vary with each spatially separated market. 

The implication of the arguments of the three main papers is 
that much work yet needs to be done in physical distribution as 
it relates to transportation, marketing and inventory control. 


63. MARKETING TIME LAGS: 
THEIR IMPACT ON LOGISTICS 


J. L. Heskett* 


The amount known about the macro-economic effect of 
time lags on the management of inventories, the very core 
of logistics, is small. Curiously enough, this is in sharp 
contrast to the large number of exactly-stated theories, 
formulas and systems available to managers controlling in- 
ventories in individual firms. There is little reason for this 
paradox to continue. Techniques of simulation and the use 
of business games for research purposes in the rapidly-ex- 
panding laboratories of schools of business and economics 
offer promise of providing new insight into the little-under- 
stood problem of inventory levels and fluctuations in our 
economy. The purposes of this paper are three: (1) to .de- 
scribe an inventory management exercise or game, (2) to 


set forth results of an experiment based on the game, and 
(3) to suggest the future use of management games to furth- 
er investigate inventory flows under forces of competition 
in entire channels of distribution. 


HERE are basically two major categories of marketing time 

lags, those associated with the physical handling of goods and 
the transmission and processing of demand-supply information. 
They are incurred at each link in an interlocking chain of supply 
cycles connecting customers and suppliers in a distribution 
channel. 


PHYSICAL HANDLING OF GOODS 


Delays in the physical handling of goods are self-explanatory. 
They have received an overwhelming amount of attention in recent 
years. The development of air freight, containerization, and 
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systems of coordinated transportation typify efforts to reduce 
physical handling time lags. 


DEMAND-SUPPLY INFORMATION 
TRANSMISSION 


Demand-supply information received by suppliers is imperfect 
at best. Much of this imperfection is explained by the great inter- 
val of elapsed time between the sale of an item to an ultimate 
consumer and the knowledge of the sale on the part of each sup- 
plier of the item in the channel. 

Visualize a retail firm in a channel of distribution. The first 
time lag created here is the delay between the sale of an item and 
the time when an order is prepared to replace the item. The 
actual magnitude of the interval depends upon the size of the re- 
tailer’s inventory, the rapidity with which items are sold, and the 
inventory level at which a re-order takes place. Order trans- 
mission to a supplier constitutes a second lag in time. 

Only in isolated cases have attempts been made to create a 
new, more direct means of transmitting demand-supply informa- 
tion, making no use of the customer order. These have included 
the use of warranty coupons to be returned by the ultimate customer 
to a distributor or manufacturer. Inventory audits have served 
somewhat the same purpose. In the past, both have involved 
rather lengthy delays mostly outside the control of the user of the 
information. 


IMPORTANCE OF THE PROBLEM 


According to one source, costs of maintaining inventories 
average 25 per cent of the value of the average annual inventory in 
the Nation’s warehouses and stockpiles.! If this is the case, the 
annual bill for inventory maintenance is currently over 23 billion 
dollars.* This is approximately 3.1 per cent of the combined 
sales of manufacturers, wholesalers, and retailers in our 
economy.* The wide swings in economic cycles which are 


1. Leon P. Alford (ed.), Production Handbook (New York: Ronald Press, 
1944), p. 397. 

2. U. S. Department of Commerce, Statistical Abstract of the United States, 
1961 (Washington, D. C.: U. S. Government Printing Office, 1961), p. 494. 

3. Ibid. 
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completely obscured by statistical averages lead to even greater 
total costs, in terms of ill-used economic resources, than those 
cited above. 

In individual industries, effective distribution is based in 
large measure on the financial health of the middleman. Just as 
suppliers currently assist their customers at all channel levels in 
their promotional efforts, they should be aware of the need for 
assisting customers in matters of business logistics. An explor- 
ation of the effects of various competitive strategies, wherever 
they are maintained in a channel of distribution, will allow a sup- 
plier to apply effective inventory strategies in his own firm and 
supply management assistance to his middlemen-customers as 
well. If conceived as a project encompassing an entire channel of 
distribution, the end result will benefit not only individual firms, 
but the economy as a whole. 


NEED FOR DIRECTION 


American business firms are spending a great deal of money 
to reduce physical handling time lags. There is little definitive 
information which indicates that the attack on this type of lag 
promises opportunities for reducing inventory levels and fluctua- 
tions per dollar of cost any greater than those to be realized by an 
improved system of demand-supply information transmission. 
Until this question is solved for various industries and individual 
firms utilizing a great variety of channels of distribution, little 
real progress will be made toward a rational allocation of funds to 
effect the greatest improvement in the physical distribution of 
goods at the lowest comparative incremental cost. 

Clearly, we need to know more about the nature of the physical 
distribution channels and buyer and seller behavior under com- 
petitive conditions in the United States. It is with the purpose of 
providing some insight into human behavior in the physical dis- 
tribution channel that the following and other experiments are being 
conducted today. 


THE EXPERIMENT 


Extensive experiments to provide information about inventory 
levels and fluctuations and demand patterns under a variety of 
conditions have been conducted by Forrester.* His reported work 


4. Jay W. Forrester, ‘‘Industrial Dynamics, A Major Breakthrough for Deci- 
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was based on a computer program designed from observations of a 
channel of distribution. Observed buyer-seller behavior, in terms 
of time lags, was described in the program. The program was 
then subjected to varying levels of ultimate demand, under which 
sales and inventory behavior was observed. 

Unlike Forrester’s experiments, the one reported below util- 
ized a handscored, functional management game. Competition of 
two manufacturers was introduced. Human behavior was observed 
directly as participants changed inventory management policies to 
meet changing situations under competitive conditions. The chan- 
nel of distribution described by the experiment was not meant to 
portray any one channel currently in existence, although it may 
have closely resembled many. 


Hypotheses 


All hypotheses initially established for the study pertained 
only to the channel of distribution described in Figures 1 and 2. 
They were four in number: 


1. A basic improvement in the amount and type of demand- 
supply information available to manufacturers and wholesalers can 
be just as effective in reducing inventory levels and fluctuations, 
and in improving customer service, as the actual reduction of 
physical handling time lags. 

2. The over all level of inventory in a channel of distribution is 
not reduced proportionately to a given reduction in the total time 
lag between the realization of ultimate demand andits supply. 

3. Cycles in inventory levels can be self-generating. That is, 
even with no change in customer demand at the retail level, in- 
ventory cycles will continue to occur at all levels in a channel. 

4. Fluctuations in inventory levels will increase as one moves 
nearer the source of supply, in this case the manufacturer. 


Research Design 


A ‘‘before-after with control’’ research design was used in the 
experiment. 

Three groups of students carried out the exercise described in 
‘*Exercise in Distribution,’’ attached as Appendix 1. All were 
M.B.A. candidates with a variety of fields of interest, including 
marketing and transportation. None had received planned instruc- 
tion in inventory control immediately prior to, or in connection 
with, the play of the exercise. 
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M- = Manufacturer; W- = Wholesaler; R- = Retailer 


FIGURE 1. Type, number, and organization of firms in channel 
of distribution described in inventory management game. 


In each group, students represented the firms shown in 
Figure 1. In the exercise, two competing products, A and B, were 
manufactured by separate and competing manufacturers and dis- 
tributed through identical channels of four wholesalers and twelve 
retailers. Each group carried out forty plays, the equivalent of 
forty weeks of operation. 

Each retailer within a group was fed a different customer de- 
mand pattern, based on random numbers selected from a distribu- 
tion with a mean of 8. In other words, the average sale for each 
retailer in any week was designed to be 8 units throughout the ex- 
ercise and in all three groups. Corresponding retailers in each of 
the three groups received exactly the same demand pattern; for 
example, Retailer One in Group One experienced the same week- 
to-week demand as Retailer One in Group Two. 

Time lags described in the exercise are shown in Figure 2. As 
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FIGURE 2. Time lags in the channel of distribution 
described in inventory management game. 
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indicated, only the lags between receipt of the orders and delivery 
of products (i.e., physical handling time lags) were known. From 
production line to retailer and ultimate customer time lags in this 
half of the supply cycle totalled five weeks. The amount of 
elapsed time between a sale and the placement of an order to re- 
plenish units sold was determined in each case by the individual 
manager. 

At the half-way point in the exercise, or after twenty plays: 

1. No change was made in the rules for Group One, the control 
group. 

2. The playing rules for the manufacturer and four wholesalers 
of Product A only in Group Two were changed as follows: ‘‘During 
the next period of play you will receive a 33 per cent sample of 
each week’s actual sales at the retail level. In other words, four 
of the twelve retailers selling Product A will report their sales 
directly to you weekly. In addition, these same retailers will re- 
port their weekly ending inventories to you. Each of the retailers 
in this systematically drawn sample is supplied by a different 
wholesaler. All other rules and objectives remain unchanged.’? ® 

3. The operating rules for the manufacturer and four whole- 
salers of Product A only in Group Three were changed as follows: 
‘*During the next period of play wholesalers will be able to receive 
goods from the manufacturer of Product A immediately after 
ordering them, instead of waiting for them for two weeks after 
notification of delivery. The procedure change will be this: As 
usual, wholesalers will be asked to place their orders for Prod- 
uct A before receiving retailer orders for the current week. 
However, if the manufacturer of Product A has the ordered goods 
in stock, he will be able to place them in your hands immediately, 
meaning that you can fill current retail orders out of goods 
ordered from the manufacturer before current order levels (from 
retail customers) became known. All other rules and objectives 
remain unchanged.’ ® 


Mechanics of Play 


To the extent possible, play was designed to simulate actual 
conditions of business. Ways in which this was attempted in- 
cluded: 


1. Allowing any system or policy of inventory control which 
the individual manager might wish to put into practice. 


5. Supplementary instructions for Group Two. 
6. Supplementary instructions for Group Three. 
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2. Emphasizing the competitive aspects of play, with the ulti- 
mate objective of realizing the greatest profit on operations. 

3. Prohibiting communication between managers at any one 
level in the channel of distribution, or between players of different 
groups. 

4. Placing continuous pressure on the players to make rapid 
decisions. Forty decisions were required in less than 120 minutes 
once actual play began. 

5. Requiring all managers to keep their own inventory control 
‘*hooks’’. 

6. Leaving open, in the minds of the players, the question of 
shifts in demand patterns at the retail level. 

7. Giving no hints about the length of play, thus reducing ab- 
normal behavior near the end. 

8. Penalizing retailers for allowing ‘‘out-of-stock’’ situations 
to develop. This was done by transferring one-half the amount of 
unfilled demand from the account in question to that of the retailer 
with the next largest consecutive identification number for two 
consecutive weeks following the ‘‘stock-out’’. The other half of 
the unfilled demand was shifted for two successive weeks to the 
second product carried by the same retailer, on the premise that a 
retailer with a temporary ‘‘stock-out’’ could induce a customer to 
buy a brand other than that initially requested 50 per cent of the 
time. 


Compromises with Reality. 


Compromises with reality, other than those inherent in the de- 
sign of the exercise, included: 


1. The necessity of seating all players in one room with no 
partitions between them, thus allowing visual observation between 
players. To alleviate this shortcoming, completed order and de- 
livery forms were required on each play, even when no units were 
being ordered. These orders were then passed face down between 
players where necessary. 

2. Excluding economic indices from consideration by the play- 
ers. This was necessary in order to facilitate measurement of the 
variables actually tested. 

3. Placing ‘‘bookkeeping’’ responsibility in the hands of indi- 
vidual managers, allowing math errors to foul the decision-making 
process. Human errors were natural and desirable to the extent 
that undetected errors did not affect the performance of other 
firms by creating impossible stock situations. 
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4. Confining play to ‘‘paper’’ transactions. No physical trans- 
fer of units was possible because of : (a) limited time for play and 
(b) the visual communication which such transfers would make 
possible in an unpartitioned room. Consequently, on several oc- 
casions errors of bookkeeping were not rectified until after an im- 
possible (i.e., the shipment of goods when none were actually in 
stock) decision had been made. In the few cases in which they 
occurred, they were corrected when discovered. 

5. The oversimplification, in terms of numbers of firms, of 
the channel of distribution. Thus, one or two firms making major 
changes in inventory policy could affect over all inventory quanti- 
ties at any level in the channel from time to time. 

6. The limitation of product competition to two products. This 
greatly simplified the inventory management task, reducing the 
number of unintentional errors by managers. 


To hold playing errors to a minimum, the written description 
of the exercise was first passed out to the participants one week in 
advance. At the beginning of the period of play, a fifteen-minute 
verbal orientation was given, during which players were given the 
opportunity to ask questions about the mechanics of play. A ‘‘dry 
run’? of several plays then followed, with individual assistance 
available to the players. A final question and answer period of 
about five minutes was allowed before play actually began. After 
the beginning of play, individual tally sheets kept by the partici- 
pants were checked for accuracy from time to time. 


RESEARCH RESULTS 


Effectiveness of Improved Demand-Supply 
Information 


Inventory levels. Information in Table I indicated that those 
wholesalers allowed a two-week reduction in time lag between the 
placement of orders and the receipt of goods (Group Three) re- 
duced their inventories 32.2 per cent below previous levels. 
Further, the reduction surpassed the 10.9 per cent drop for 
wholesalers given instead current information (comparable to a 
two- to three-week reduction in the transmission time of sales 
data between retailers and wholesalers) about weekly sales and 
ending inventory levels of a 33 per cent sample of retail outlets. 
Even more surprising, wholesalers with improved demand-supply 
information performed less well than those with no aid of any 
kind, which were able to reduce their inventories by 24.4 per cent 
as time progressed. 
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Manufacturer inventory levels for Product A were reduced 
46.7 per cent with a two-week reduction in physical handling 
time. Only a 17.7 per cent reduction occurred when improved 
demand-supply information was provided. Both of these figures, 
drawn from Table I, compare to a 43.1 per cent reduction in 
manufacturer inventory levels with no change in conditions. 

Marked reductions in inventory levels for both Product A and B 
by Group One indicates that a learning curve was in effect in the 
problem. After subtracting the variance probably caused by the 
learning curve, it became apparent that the only improvement in 
inventory levels after the introduction of test variables occurred 
among wholesalers in Group Three. 

Observation of play suggested that wholesalers and manufactur- 
ers in Group Two were not able to make optimum use of the added 
demand-supply information given them because they didn’t have 
time to use the information, and they weren’t sure how much 
trust to place in it. In this respect, the exercise was probably 
little different than many actual management situations. 

Because no changes in the ultimate demand pattern were al- 
lowed to occur, it was not possible to judge the effectiveness of 
increased information in communicating changes in the level of 
ultimate demand. The hindrances to the use of the information 
mentioned previously would probably have reduced its effective- 
ness even for the latter purpose. 

Inventory fluctuations. Fluctuations in inventory levels were 
measured by computing the standard deviation of samples of 
values chosen from the records of individual wholesalers and 
manufacturers. Performances during the first and second halves 
of play were then compared under various conditions. 

Among wholesalers, the greatest reduction in inventory fluctua- 
tions for both Products A and B resulted when no variable was in- 
troduced. Thus, it is likely that the mere introduction of a vari- 
able caused an unnatural inventory fluctuation over the relatively 
short period of time measured. Much the same was true for 
manufacturers, although reductions in fluctuations when informa- 
tion was supplied were slightly greater (23.2 per cent reduction in 
standard deviation for Product A, 54.6 per cent for Product B) 
than those for the control group (12.2 per cent for Product A, 
50.2 per cent for Product B). A reduction in physical handling 
time lags caused a great disturbance in inventory levels of the 
manufacturer of Product A in Group Three, probably owing to the 
suddenness with which it occurred. 

Level of customer service. The level of customer service af- 
forded under all conditions of play was measured by : (1) the 
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number of ‘‘stock-out’’ situations developing at each point in the 
channel and (2) the amount of lost business or unmet demand, in 
units, resulting therefrom. This information is shown in Table II. 

Although the level of customer service appeared high under 
conditions of improved demand-supply information transmission 
(Group Two), it was even higher among a comparable group of 
firms when such information was not supplied (Group One). Be- 
fore any long-run improvement in customer service could occur 
under conditions of reduced physical handling time lags (Group 
Three), the reduction itself caused several out-of-stock situations 
among wholesalers and manufacturers, thus obscuring any com- 
parison of service. 

Evidence appears inconclusive to either support or reject the 
thesis that either of the described changes resulted in any change 
in the quality of customer service. 


Time Lag Change vs. Inventory Level Change 


In order to measure the comparative effect of time lag reduc- 
tions on the over all level of inventory in an entire channel of 
distribution, it was first necessary to measure the extent to 
which the total time lag was reduced in the experiment. 


Table II. Level of Customer Service 
Under Varying Conditions 


Retailers: Wholesalers: Manufacturer: Total: 


Group and Stock Lost Busi- Stock Unmet Stock Unmet Stock Unmet 
Product Outs ness (Units) Outs Demand Outs Demand Outs Demand 


One, A 71 31 
One, A 49 24 
One, B 78 9 
One, B 53 20 
Two, A 
Two, A 
Two, B 
Two, B 
Three, A 
Three, A 
Three, B 
Three, B 


Total 


©O 


oo 


w 


172 


foe) 
o 


152 


4Group, product, and period for which demand-supply information transmission time was 
reduced. 


bGroup, product, and period for which physical handling time lag was reduced. 


Half 
102 
73 
87 
73 
6 
46 
93 
68 
138 
114 
54 
124 
70 654 978 
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As pictured in Figure 2, the total physical handling time lag 
from the initiation of a production order to the receipt of the item 
by the ultimate customer was five weeks. But this only constituted 
the ‘‘feed-out’’ segment of the cycle. ‘‘Feed-ins,’’ in the form of 
order placements, required time as well. 

‘*Feed-in’’ time could only be estimated as one-half the number 
of weeks’ sales on hand, less the minimum re-order point. For 
optimum retailer order quantities in the experiment, ‘‘feed-in’’ 
time probably approximated (3-1), or one week. Comparable 
times for wholesaler and manufacturer order transmissions were 
approximately one-half week and one-half week, respectively. 
Thus, total order transmission time for optimum performance was 
two weeks. It is likely that it ranged from three to five weeks in 
actual play. On this basis, the in-and-out time lag approximated 8 
to 10 weeks. 

Compared to the total marketing time lag, improved demand- 
supply information transmission brought about a 30 per cent to 
62.5 per cent (three- to five-week) reduction in elapsed time. A 
two-week reduction in physical handling time lag, on the other 


Table III]. Change in Average Level of Inventory 
in Channel Under Varying Conditions 


First Half of Second Half of 
Group and Product Play (Average In- Play (Average In- Per Cent Second 
(By Sample No.) ventory in Units) ventory in Units) Was of First Half 


1. Group One, 
Product A 711 d31 74.7% 


. Group One, 
Product B 857 


. Group Two, 
Product A 820 


. Group Two, 
Product B 686 722 


. Group Three, 
Product A 830 609? 


. Group Three, 
Product B 934 815 
4Group, product, and period for which demand-supply information transmis- 
sion time was reduced. 


bGroup, product, and period for which physical handling time lag was reduced. 


699 81.6 
7012 85.5 
105.1 
73.4 
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hand, constituted a 20 per cent to 25 per cent reduction in the total 
for the channel. 

Random samples of average channel inventory values were 
selected from weeks numbered 4 through 17 and 24 through 37 (to 
reduce the effects of ‘‘starts’’ and ‘‘stops’’ in play). They yielded 
the information shown in Table 3. 

A comparison of Sample 3 with Samples 1 and 4 in Table III 
provided a range of estimate of the amount of inventory reduction 
attributable to a three- to five-week decrease in the time lag for 
information transmission in the channel. This range was from 
0 per cent (actually a negative value for Sample 3 vs. Sample 1) to 
18.7 per cent (Samples 3 vs. 4). This range fell weil below the 
estimated time lag reduction of 30 per cent to 62.5 per cent. 

A comparison of Sample 5 with Samples 1 and 6 yielded a 
range of estimate of the amount of inventory reduction attributable 
to a two-week decrease in the time lag for physical handling. This 
range was from 1.8 per cent (Samples 5 vs. 1) to 16 per cent 
(Samples 5 vs. 6). This range fell well below the estimated time 
lag reduction of 20 per cent to 25 per cent. 


Self-Generating Cycles 


Information graphed in Figure 3 indicated that cycles in inven- 
tory levels are likely to occur even under conditions where ulti- 
mate customer demand remains constant for prolonged periods of 
time. For this measurement, only the performance of the control 
group was used to eliminate effects of artificially introduced 
variables. 

Only minor fluctuations of little more than 20 per cent above 
and below average inventory occurred at the retail level for both 
Product A and B. However, wholesalers’ inventory rose to 55 per 
cent above, and 35 per cent below, average levels for Product A 
during the same period. Comparable measurements for Product B 
were 45 per cent above and 40 per cent below the average inven- 
tory level. At one point, manufacturer’s inventory rose to 62 per 
cent above average levels for the period and declined to 65 per 
cent below those same levels for Product A. Comparable sta- 
tistics for manufacturer’s stocks of finished goods for Product B 
were 42 per cent above and 48 per cent below average levels. 

Visual examination of Figure 3 indicated that the greatest in- 
teraction between inventory cycles occurred between wholesalers 
and manufacturers. Levels of the former varied inversely with 
those of the latter, as might be expected. Further, failure of 
manufacturers to contemplate changes in order levels of whole- 
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salers resulted in manufacturers’ cycles following those of whole- 
salers by about seven weeks. For probably the same reasons, 
fluctuations in wholesalers’ inventories trailed those of retailers 
by roughly five weeks. 


Inventory Fluctuation vs. Channel Level 


Information presented in Figure 3 suggested that greater 
percentage fluctuations in inventory levels could be found as one 
approached the source of supply. This was in part due to the 
relatively small quantity of physical inventory serving as a base 
for percentage fluctuation computations and to greater fluctuations 
in the volume of wholesalers’ orders than in those at other points 
in the channel. 


CONC LUSIONS 


Validity of Hypotheses 


A basic improvement in the timing, amount, and type of 
demand-supply information available to manufacturers and whole- 
salers was not as effective in reducing inventory levels as the 
actual reduction of physical handling time lags. Even under ideal 
conditions suggested above, it is doubtful whether the first part of 
hypothesis one would have proven correct. This was contrary to 
comparable findings by Forrester.” Information proved insuffi- 
cient to assess the effects of variables on inventory fluctuations 
and quality of customer service. On the basis of the findings, 
hypothesis one could not be substantiated. 

The over all level of inventory in a channel was not reduced 
proportionately to a reduction in the total time lag in the channel. 
This appeared to be the case whether a reduction was effected in 
information transmission time or in physical handling time. Thus, 
hypothesis two was accepted. 

Cycles in inventory levels were found to be self-generating. 
That is, they occurred even with no variations in demand on the 
part of ultimate customers. Further, fluctuations appeared to 
become greater as one approached the initial source of supply. 
The findings thus supported hypotheses three and four, and were in 
general agreement with comparable findings by Forrester.® 


7. Forrester, Op. Cit., pp. 47-48. 
8. Ibid., p. 45. 
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Product A 


Percent 
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Average 


Percent 
of 
Average 


35 40 


Week 


Represents Total Retail Inventories 

Represents Total Wholesale Inventories 

Represents Total Manufacturer Inventories of Finished 
Goods 


FIGURE III. Week-to-week inventory levels, as a percentage of 
average inventory levels, Products A and B, Group One, 
under conditions of constant demand. 
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Other Conclusions 


The lack of time for decision-making in inventory management 
had definite effects on the calibre of the decision. Because of the 
design of the record-keeping forms used by the participants in the 
exercise, it was most natural for them to first record statistics 
and make decisions in the inventory management of Product A. 
Examination of records of twelve wholesalers in the experiment 
indicated that in nearly every case performance inthe management 
of Product A was superior to that for Product B. If this relation- 
ship is multiplied many times over for the manager faced with the 
control of hundreds of items of inventory, it becomes apparent that 
systematized inventory control is necessary at every level ina 
channel where improved performance is to be expected. 

Especially at the wholesale level, performances in the manage- 
ment of inventories of both Products A and B were markedly sim- 
ilar, even where variables in the system were introduced for Prod- 
uct A but not for Product B. If consistent for repeated observa- 
observations, this relationship could prove significant for manu- 
facturers in a competitive situation. For it would mean that 
middlemen tend to gear their inventory control policy for all 
products to those products on which they receive the best supply 
service. Results of such action could force manufacturers of 
competing products to improve customer service or suffer the 
consequences of repeated distributor out-of-stock stiuations, and 
perhaps the loss of distributors. 


LIMITATIONS OF THE EXPERIMENT 


Measurement of isolated variables in a business experiment 
requires that other variables be held constant. Competition by 
means of pricing, advertising, and personal promotion was elimi- 
nated from the experiment described above. Unrealistic as the 
rules of the exercise might have seemed, it was this very feature 
of the experiment that allowed measurements impossible to obtain 
in many actual business situations. 

The mere creation of a laboratory situation removed observed 
relationships from the realm of reality. The difficulty of as- 
sembling participants with backgrounds more closely approximat- 
ing those of inventory controllers at actual retail, wholesale and 
manufacturer levels of distribution further reduced realism.® 


9. Kalman J. Cohen and Eric Rhenman, ‘‘The Role of Management Games in 
Education and Research,’’ Management Science, VII, January, 1961, pp. 131-166. 
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Problems and expense of obtaining repeated observations of 
behavior under similar circumstances seriously limited claims of 
reliability for the experiment. No measures of statistical infer- 
ence could thus be used effectively in assessing results. 


OPPORTUNITIES FOR FURTHER 
RESEARCH 


Despite the shortcomings of business games in research, it is 
likely that they will continue to provide knowledge about the effects 
of individual variables on management performance. Better yet, 
they may serve as a check on conclusions reached by other 
means. 

What are some of the future opportunities in researching the 
problem described above by this method? The effects of a number 
of variables can be appraised to gain optimum insight into factors 
influencing inventory levels, inventory fluctuations, and customer 
service. Specifically how does time pressure affect the inventory 
management decision? To what degree does education in inventory 
control techniques improve management? What is the result ob- 
tained from eliminating or adding middlemen to a channel of dis- 
tribution? How is behavior affected by a change in the costs of 
placing an order? What are effects of changes in the level of 
ultimate demand? 

The first step in future research of this type is logically the 
observation, through case studies, of actual time lags and buyer- 
seller relationships in several marketing channels representative 
of products of widely differing characteristics. Second, experi- 
mentation under laboratory conditions should be based on observed 
relationships. Third, results of experimentation should be tested, 
to the extent possible, under actual business conditions. This 
repeated interchange of field and laboratory experimentation may 
develop a set of marketing principles hitherto impossible under 
more conventional techniques. 


APPENDIX I 
DECISION EXERCISE IN DISTRIBUTION 
Introduction 


As a group, you are being asked to simulate a channel of dis- 
tribution in our economy. The channel consists of two manu- 
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facturers, each of which manufactures a competing product, and 
four wholesalers and 12 retailers who sell both competing prod- 
ucts. The instructor will act as the ultimate customer for all 
products passing through the channel. 

The ultimate goal of all of you is to control your inventory 
flows in such a manner as to maximize profit. Your profit per- 
formance will be measured in relation to those of others competing 
with you at the same level in the channel. 

Each period of ‘‘play’’ represents one week in time. For each 
week, the chronological order of business is as follows: 


. Manufacturers place orders with their production lines. 

. Wholesalers place orders with manufacturers. 

. Retailers place orders with wholesalers. 

. Retail customers ‘‘buy’’ units from retailers. 

. Retailers deliver units to customers. 

. Wholesalers deliver units to retailers. 

. Manufacturers deliver units (ordered at the beginning of the 
preceding period of business) to wholesalers. 

. The production line ‘‘delivers’’ units (ordered at the begin- 
ning of the preceding period of business) to manufacturers. 


You are the manager(s) of: retail store 
wholesaling firm 
manufacturing firm 


Please read the attached instructions for all managers in all 
firms, paying particular attention to those for firms at your level 
in the channel. 


Instructions to Retailers 


You are the proprietor of retail store . You have avail- 
able the following information which you are to use to maximize 
the profits from your store’s operations, keeping in mind that 
there is no set length of ‘‘play.’’ 

You sell two items. The last ten weeks’ sales history for 
both Product A and Product B appears as Exhibit 1. The average 
number of units of each product sold by a group of retailers in 
recent weeks has been 8. 

In this exercise, randomly drawn numbers will simulate your 
customers; order slips handed out by the instructor will tell you 
the number of units of Product A and Product B you will sell each 
week. You are allowed to order at the beginning (i.e., before you 
know your sales for the week) of each week. You must decide how 


1 
2 
3 
4 
5 
6 
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many units of each product to order at this time. You may order 
0, 1, 2... up to any number. 
Your income comes from the selling price of $100 per unit. 
Your expenses are: 


1. Cost per unit of $80, including ‘‘variable’’ costs of transpor- 
tation to your place of business. 

2. Cost of $20 for placing an order. Combined orders for both 
products from the same wholesaler cost $20 as well. This 
charge is independent of the number of units ordered and 
reflects order processing cost in addition to minimum 
‘‘fixed’’ costs of shipping orders of any size. This charge 
is not assessed on orders totally unfilled. 

. An inventory carrying and storage cost of 50¢ per unit per 
week for the average inventory for the week. Average in- 
ventory is computed by adding the ending inventory of the 
preceding and the current weeks, then dividing the total by 
two. 

4. Overhead costs of $100 per week. 

5. A $50 charge for changing wholesaler affiliations. 


You may assume that prices and costs will remain constant at 
least in the immediate future, and that past sales history is a valid 
picture of the current situation. However, a new distribution of 
random numbers (changing the level of customer demand) may be 
substituted for the old without notice. 

To order stock, you must complete a Stock Order Form and 
submit it to a wholesaler. In the past you have ordered your stock 
from wholesaler___. A sample ‘‘Combined Stock Order and 
Order Delivery Form’’ is shown in Exhibit 2. Delivery time is 
one week; i.e., your order at the beginning of week # 1 (before 
your retail sales for the week are known) will be delivered at the 
beginning of week #2, assuming the wholesaler from whom you 
order has sufficient goods in stock at the time he receives your 
order. Notification of intent to deliver is made by means of 
Order Delivery Forms (the lower half of the ‘‘Combined Stock 
Order and Order Delivery Form’’ shown in Exhibit 2), which will 
be returned to you immediately after you place your order. Ifa 
wholesaler is not able to fill any part of your order, you can 
make plans, if necessary, to fill your needs elsewhere at the be- 
ginning of the following period of business. 

Orders partially filled are treated the same as fully-filled 
orders. At all times you are free to order from any wholesaler 
you wish, or perhaps two under certain circumstances. If you 
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change wholesale affiliations at any time, however, you will be as- 
sessed an additional charge of $50. 

Stock enters your inventory and becomes available for sales 
one week after you receive an Order Delivery Form from your 
supplier. 

If customer demand (sales) at any time exceeds your available 
stocks, you must forego a portion of the demand not satisfied. 
Part of the unmet demand will be transferred to the remaining 
product brand which you have in stock. In addition, you will suffer 
a temporary reduction in demand in the period following your 
‘*stock-out’’. 

At the beginning of the first week you have on hand an inventory 
of 14 items of each product. A running record of unit orders, 
deliveries and sales should be kept on the ‘‘Inventory Tally Sheet’’ 
shown in Exhibit 3. This tally sheet is an abbreviation of the 
longer form shown in Exhibit 1. Due to the pressures of conduct- 
ing week-to-week business matters, you will be able to keep only a 
running record of columns # 1 through #6, Exhibit 1. These 
columns have been extracted and set up in handier form in the 
“Inventory Tally Sheet.’’ Colums #1 through #6 must be filled out 
weekly for each product. The end result of your operations will be 
computed and returned to you on the basis of the records kept on 
the inventory tally sheet and individual order forms and delivery 
forms. 


Instructions to Wholesalers 


You are the manager of wholesale establishment____.. You 
have available the following information which you are to use in 
maximizing your profits, keeping in mind that there is no set 
length of ‘‘play.’’ 

You sell two items. The number of units of each item, Pord- 
uct A and Product B, sold each week for the past several weeks 
has averaged 24, but has varied from 0 to 54. 

At the beginning of each period, you must replenish your stock 
by completing the top half of a ‘‘Combined Stock Order and Order 
Delivery Form’’ (shown in Exhibit 2) and submitting it to the 
manufacturer of the product you are ordering. Delivery time for 
orders to manufacturers is two or more weeks; i.e., your order at 
the beginning of week #1 (submitted before your sales for the week 
are known) will be delivered at the beginning of week #3 or later, 
depending on whether the manufacturer has the goods in stock or 
must supply you from a new production run. 

In this experiment, your retail customers (three initially) will 
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submit orders to you at the beginning of each week (but after you 
have ordered your replenishment stocks for following weeks). 
They should be filled from your stock in the order in which they 
are received. Orders given to you by retailers during any one 
week constitute your sales potential for that week. Your ability to 
satisfy demand will be based on the quantity of goods you have in 
stock at the beginning of the week. Stocks sold to retailers are 
transferred to their accounts at the end of each week by means of 
the ‘‘order delivery’’ portion of the ‘‘Combined Stock Order 
Delivery Form’’. At this time, you can subtract delivered items 
from your inventory store. 

If customer demand exceeds your available stock, you may fill 
that portion of the order which you have in stock, in which case 
the order-filling time schedule is the same as that for a fully- 
filled order. Or you may wish to fill no portion of the order, in 
which case you can immediately notify your retail customer of 
your ‘‘out-of-stock’’ position so that he can order elsewhere or 
place another order with you at the beginning of the period follow- 
ing your ‘‘stock-out.’’ If you fill no portion of the order, im- 
mediately return to your retail customer an ‘‘Order Delivery 
Form’’ marked ‘‘0.’’ 

Your income comes from the selling price of $80 per unit. 

Your expenses are: 

1. Cost per unit of $50, including ‘‘variable’’ transporta- 
tion costs to your place of business. 
Cost of $40 for placing an order. This is independent 
of the number of units ordered and reflects order 
processing costs, minimum fixed costs of shipping, 
and the manufacturer’s discount scale. Partially- 
filled orders are assessed the same $40 charge, al- 
though no charge is assessed for orders which a 
manufacturer is completely unable to fill. 
An inventory carrying and storage charge of 50¢ per 
week for each unit in the average inventory for the 
week. Average inventory is computed by adding the 
ending inventory of the preceding and the current 
weeks, then dividing the total by two. 

4. Overhead costs of $200 per week. 


At the beginning of the first week you have on hand an inventory 
of 100 units of each product. A running record of unit orders, 
deliveries and sales should be kept on the ‘‘inventory tally sheet,’’ 
an example of which is shown in Exhibit 3. This tally sheet is an 
abbreviation of the longer form shown in Exhibit 1. Due to the 
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pressures of conducting week-to-week business matters, you will 
be able to keep only a running record of columns #1 through #6, 
Exhibit 1. These columns have been extracted and set up in 
handier form in the ‘‘Inventory Tally Sheet.’’ Columns #1 through 
#6 must be filled out weekly for each product. The most impor- 
tant thing to remember in keeping your records is that you cannot 
promise delivery of items which you do not have in stock or which 
will not be placed in your stock until after the period during which 
the items are desired by your customers. 

The end result of your operations will be computed and re- 
turned to you on the basis of the records kept on the inventory 
tally sheet and individual order forms and delivery forms. 


Instructions to Manufacturers 


You are a manager of manufacturing firm___. You have 
available the following information which you are to use in maxi- 
mizing your profits, keeping in mind that there is no set length of 
‘lay.’’ 

Your firm manufactures several items, but you are concerned 
with only one for the purposes of this exercise. The number of 
units sold per week for the past several periods has averaged 90, 
but has varied from 0 to 200. 

At the beginning of each week, you must replenish your stock 
by completing the upper half of a ‘‘Combined Stock Order and 
Order Delivery Form,’’ a sample of which is shown in Exhibit 2. 
It should be submitted to the instructor. A manufacturing run, 
initiated by your stock order form, requires two weeks from the 
time of scheduling; i.e., runs schedules at the beginning of week #1 
are available for stock or sale at the beginning of period #3. The 
capacity of your assembly line is 140 units per week. 

Your income comes from the selling price of $50 per unit to 
your wholesalers 

Your expenses are: 

1. Cost per unit of $35. 

2. Cost for scheduling a production run of $500. This 
reflects the fixed costs of producing runs of various 
sizes. 

An inventory carrying and storage charge of 50¢ per 
week for each unit in the average inventory for the 
week. Average inventory is computed by adding the 
ending inventory of the preceding and the current 
weeks, then dividing the total by two. 
Overhead charges of $500 per week. 
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In this experiment, your wholesale customers (four in number) 
will submit orders to you at the beginning of each week. They 
should be filled from stock and shipped immediately, if possible. 
Orders received at the beginning of week #1, if shipped im- 
mediately, become available to your wholesaler customer at the 
beginning of week #3. The lower half of a ‘‘Combined Stock Order 
and Order Delivery Form’’ should be completed and given to the 
wholesaler at the time of shipment so that he will know when to 
expect his order. Since sales are on a delivered basis, the goods 
are considered part of your inventory until received at destination. 
In other words, you receive a wholesaler’s order at the beginning 
of period #1. You subtract the goods from your inventory at the 
beginning of period #3, at which time the wholesaler receives his 
goods. If you do not have items in stock at the time of receipt of 
the order, you should notify your customer of a ‘‘stock out’’ by 
returning the ‘‘Combined Stock Order and Order Delivery Form’’ 
with the lower half marked ‘‘0’’. Goods not in stock at the time of 
the order are transferred to wholesalers’ stocks two weeks after 
the beginning of the week following which they come off the 
production line. 

At the beginning of the first week you have on hand an inventory 
of 500 units, with no orders for future sales. A running record of 
unit orders, deliveries and sales should be kept on the ‘‘Inventory 
Tally Sheet’’ shown in Exhibit 3. Due tothe pressure of conducting 
week-to-week business matters, you will be able to keep only a 
running record of columns #1 through #6. Columns #1 through #6 
must be filled out weekly for the product which you sell. 

The most important thing to remember in keeping your records 
is that you cannot promise delivery of items which you do not 
have in stock, or which will not be placed in your stock until 
after the period during which the items are desired by your cus- 
tomers. 

The end result of your operations will be computed and re- 
turned to you on the basis of the records kept on the inventory 
tally sheet and individual order forms and delivery forms which 
you exchange with others in the channel. 
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Exhibit 2 


SAMPLE COMBINED STOCK ORDER 
AND ORDER DELIVERY FORM? 


STOCK ORDER FORM 
Beginning of Period No. _ (shown on blackboard) 
Amount (units; Product A _; ProductB___.. 
From: Retail customers N.A. To: Retailer (# of firm) 
Retailer (# of firm) Wholesaler 


Wholesaler Manufacturer 


Manufacturer Production line 


ORDER DELIVERY FORM 
Amount (units): Product A ProductB__. 
To be credited to your account at the end of Period No. 
From: Production line To: Manufacturer (# of firm) 
Manufacturer (# of firm) ——__ Wholesaler 
Wholesaler Retailer 


Retailer Retail customers 


4The same form is used by retail customers, retailers, wholesalers and manu- 
facturers to order from their respective sources of supply. The level in the 
channel at which the order is placed is indicated only by the color of the form: 
white for retail customers, blue for retailers, pink for wholesalers and yellow 
for manufacturers, for example. 
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Part Four 


MARKETING STRUCTURE 
AND STRATEGY — 
THE CHALLENGE OF CHANGE 


Bb. The Changing Logistics 


of Retailing 


64. THE CHANGING PATTERN OF 
RETAIL CONCENTRATION 


Eli P. Cox* 


This paper deals with a recent analysis of the concentration 
of population and retail sales in the nation's Standard Met- 
ropolitan Statistical Areas. The period covered is from 
1929 to 1958. Much has been made in economic literature 
of the fact that population has steadily concentrated in 
metropolitan areas, but little has been done to determine 
whether retail sales have concentrated at the same, a high- 
er, or a lower rate than population. The general finding is 
that the concentration of retail sales has not kept pace with 
the concentration of population, despite the fact that all 
the factors which have been thought to encourage the flow 
of retail trade to major population centers still seem to be 
in force. 


great deal of attention has been given to the increasing im- 

portance of the nation’s metropolitan areas as centers of 
population and trade. A vital fact has been overlooked, however. 
That fact is that during the last thirty years retail trade has not 
shifted to those areas at anything like the rate at which population 
has done so. In other words, while the population of the Standard 
Metropolitan Statistical Areas has increased dramatically both in 
absolute terms and in share of the national total, metropolitan 
retail sales have made gains in absolute terms, but have not in- 
creased their share of the nation’s total at all. To be specific, 
today’s metropolitan areas increased their share of the population 
of the 42 states in which they are located from 53.7 percent in 1929 
to 61.5 percent in 1958. The metropolitan share of retail sales in 
these states, however, remained almost constant during the same 
period, standing at 68 percent in 1929 and at 67.6 per cent in 1958. 
The result is that per capita retail sales have increased much 
more rapidly in non-metropolitan than in metropolitan areas. 


*E-li P. Cox, Director, Bureau of Business and Economic Research, Michigan 
State University. 
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This finding, the result of a study now being conducted in the 
Bureau of Business and Economic Research at Michigan State 
University, has been startling to marketing professionals, both 
academic and practicing, for it runs counter to generally held 
assumptions about retail concentration.’ The purpose of this 
paper is to report a change which has apparently gone unnoticed. 


DESCRIPTION OF THE STUDY 


The Bureau of the Census generally defines a Standard Metro- 
politan Statistical Area as being made up of one or more whole 
counties which contain at least one central city of at least 50,000 
inhabitants. Many SMSA’s are made up of single counties, but 
additional counties may be added if they become essentially 
metropolitan in character and sufficiently integrated with the 
central city. 

There were 42 states which in 1958 contained one or more 
Standard Metropolitan Statistical Areas. These areas will be re- 
ferred to in the remainder of this paper simply as metropolitan 
areas. The study on which I amreportinginvolves a comparison of 
changes of population and retail sales in the metropolitan areas 
with similar changes in the non-metropolitan sections of the 42 
states. The problem has been complicated by the fact that with 
each successive Census of Business the number of population 
centers designated by the Census Bureau as metropolitan areas 
has increased and some existing metropolitan areas have been re- 
defined to include additional counties. Since the number of metro- 
politan areas has grown over time, and since many of them have 
increased in size, making a direct comparison requires that the 
metropolitan areas be stabilized in some way. This has been done 
by using the metropolitan areas as they were defined in the 1958 
Census of Business and reconstituting them statistically for other 
Census of Business years. For instance, Lansing, Michigan was a 
one-county metropolitan area until 1958, at which time two addi- 
tional counties were added. For the purposes of this study, then, 
the three-county definition was used and metropolitan area statis- 
tics were computed for prior census years by adding reported 
figures for the two additional counties. In additionto the advantage 
of stability, reconstituting metropolitan areas on the basis of their 


1. The first part of this paper draws fairly heavily on an article written at an 
earlier stage of the research project, ‘‘The Decline of Metropolitan Retailing,’’ 
Business Topics, Spring 1961, pp. 33-42. 
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1958 definitions has the added advantage of including growing 
suburban areas as parts of metropolitan areas throughout the 
period under analysis. Consequently, metropolitan areas include, 
throughout, both the central city and its more rapidly growing 
suburbs. 

A brief scrutiny of Tables 1, 2 and 3 will acquaint you with the 
basic results of the study. The tables contain data on the 42 states 
which in 1958 had one or more population centers designated as 
metropolitan areas. 


Metropolitan Area Population Shares 


Table 1 shows the proportions of each state’s population which 
resided in its metropolitan areas during each Census of Business 
year from 1929 to 1958. While it will be noted that for the 42 
states as a whole the degree of population concentration increased 
steadily throughout the period, the degree of concentration in some 
states increased rapidly and in others little or not at all. 

Those states in which metropolitan area population shares have 
increased most are generally those which had low metropolitan 
area concentrations to begin with. In most cases they are states 
whose economies were largely oriented toward agriculture until 
World War II, and most of them are located west of the Mississippi 
River. In eleven states, Arizona, Arkansas, Georgia, Kansas, 
Mississippi, Nebraska, New Mexico, Oklahoma, South Dakota, Texas, 
and Virginia, metropolitan areas increased their population shares 
by at least one-third from 1939 to 1958. Eight of them lie west of 
the Mississippi, and all were agriculturally oriented before World 
War II. 

There are also eleven states in which metropolitan area popula- 
tion shares increased by one-twentieth or less during the same 
period. These are California, Connecticut, Delaware, Maine, 
Massachusetts, New Hampshire, New Jersey, New York, Oregon, 
Pennsylvania, and Rhode Island. Nine of these lie east of the 
Mississippi, and are generally in a rather ‘‘mature’’ state of 
economic growth. California and Oregon are mavericks which 
defy any generalization about the rest of the group. 


Shares of Retail Sales 


Table 2 shows the metropolitan areas’ shares of state retail 
sales for each of the Census of Business years, Here, too, there 
is a great deal of variation between states. Generally, however, 
the changes in shares of retail trade have been much smaller than 


TABLE 1 


PERCENTAGES OF STATE POPULATIONS CONCENTRATED IN 
STANDARD METROPOLITAN AREAS 


SMA 1929 1939 1948 


Alabama 27.59 29. 33.67 
Arizona 46.64 §1. .49 
Arkansas 10.82 11. 
California 83.39 83. .37 


Colorado 43.35 45. .ol 
Connecticut 66.67 66. 91 
Delaware 67.45 67 . 56 
Florida 47.27 52. .98 


Georgia 27.77 30. .29 
Illinois 69.92 70. .81 
Indiana 43.96 45. 
Iowa .49 26. 


Kansas .92 22. 
Kentucky .98 24. 
Louisiana .29 34. 
Maine .64 19. 


Maryland .90 71. 
Massachusetts 86. 
Michigan 68. 
Minnesota .02 41. 


Mississippi .14 4. 
Missouri .97 48. 
Nebraska 27. 
New Hampshire .51 16. 


New Jersey .69 84, 
New Mexico .68 12. 
New York .34 85. 
North Carolina .66 20. 


Ohio -70 65. 
Oklahoma 22. 
Oregon . 41. 
Pennsylvania 75. 


Rhode Island ‘ 88. 
South Carolina ; 25. 
South Dakota ; 8. 
Tennessee ‘ 35. 


Texas 40. 
Utah 48. 
Virginia 34. 
Washington d 57. 


West Virginia 26. 
Wisconsin 39. 


SMA's of 42 States ; 54. 


Source: Developed from United States Census data. 


1954 1958 
36.32 36.77 
67.53 10.34 
15.03 16.49 
85.50 86.27 
56.13 58.62 
66.29 65.74 
68.84 68. 86 
58.25 58.66 
40.35 42.98 
74.58 15.71 
49.40 50.35 
31.44 32.29 
70 23.73 29.64 34,77 
74 27.95 30.95 33.12 
83 38.66 40.76 41.84 
94 20.49 20.28 19.97 
73 71.54 76.59 77.63 
08 86. 10 85.76 85.37 
80 71.00 72.19 72.83 
36 45.47 47.57 49.43 
85 6.20 7.36 8.20 
63 52.62 55.52 56.87 
04 30.60 33.96 36.77 
82 17.66 17.69 17.53 
21 82.75 80.73 79.29 
86 20.02 24.36 26.63 
04 85.29 85.42 85.49 
41 21.79 23.13 24.09 
83 68.04 68.92 69.25 
14 28.10 32.78 35.86 
61 40.83 40. 82 40.90 
23 76.21 76.95 17.44 
70 88.40 87.76 87.45 
69 26.43 29.15 31.06 
80 10.49 11.91 12.03 
61 40.04 42.88 44.65 
32 48.35 53.35 56.21 
74 51.46 53.58 54.87 
23 42.40 46.79 49.16 
07 58.65 61.37 62.57 
19 27.45 28.89 30.13 
15 41.91 44.05 45.53 
57.89 60.19 61.55 


TABLE 2 


PERCENTAGES OF STATE RETAIL SALES CONCENTRATED IN 
STANDARD METROPOLITAN AREAS 


SMA 1929 1939 1948 1954 


Alabama .79 48.34 48.22 .15 
Arizona . 83 58.82 67.98 .52 
Arkansas .03 22.75 22.28 .95 
California .06 85.76 85. 


Colorado .29 57.01 56. . 36 
Connecticut .48 .39 67. 
Delaware*® -66 .98 62. .65 
Florida .97 .16 66. 


Georgia -21 .35 52. -93 
Illinois .65 .49 
Indiana .52 .58 53. 
Iowa .91 .48 


Kansas .13 .39 .10 
Kentucky 
Louisiana one +21 
Maine .89 


Maryland .53 
Massachusetts .00 .39 
Michigan . 86 
Minnesota .14 .29 


Mississippi -32 
Missouri -31 
Nebraska .36 
New Hampshire -04 


New Jersey 
New Mexico .50 
New York .52 
North Carolina 


Ohio .96 
Oklahoma 

Oregon 

Pennsylvania 


Rhode Island* 
South Carolina 
South Dakota 
Tennessee 


Texas 

Utah 
Virginia 
Washington 


West Virginia 
Wisconsin 


SMA's of 42 States 
* Data seem internally inconsistent. 


Source: Developed from United States Census data. 


1958 
47.65 
72.39 
24.48 
87.22 
61.87 
68.69 
67.46 
63.20 
54.50 
79.29 
54.94 
34.93 
36.11 
45.63 
52.31 
25.89 
75.89 76.56 78.38 
86.78 87.38 87.75 
75.02 76.19 75.16 
51.16 52.14 53.77 
11.18 12.25 14.27 
65.11 65.16 64.98 
33.99 35.81 37.97 
19.01 18.31 19.05 
83.66 81.53 80.57 79.54 
20.14 25,58 29.75 31.72 
87.02 86.29 85.81 86.15 
33.98 33.11 32.35 33.75 
74,12 73.06 72.56 73.18 
36.25 37.85 41.50 43.69 
48.07 44.70 43.23 43.40 
80.46 79.65 80.44 80.61 
90.45 86.87 86.74 83.78 85.53 
33.81 34.89 35.19 37.47 38.17 
11.62 15.41 14.16 14.64 15.59 
59.¢9 58.93 57.27 56.96 57.73 
51.37 54.96 57.43 59.68 61.42 
65.44 62.78 59.29 62.85 62.35 
39.94 42.21 52.76 55.64 60.37 
64.03 62.84 60.68 63.52 65.17 
P| 36.18 35.99 34.93 38.54 38.69 
48.00 49.00 46.06 47.46 48.33 
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the corresponding changes in population shares. In some cases 
(Florida and Missouri, for example) the two changes have been in 
opposite directions, with relative population concentrations in- 
creasing and corresponding retail concentrations diminishing. 


Retail Concentration 


The heart of this analysis is contained in Table 3, in which 
retail sales per capita in metropolitan areas are compared to 
those in non-metropolitan areas of the same states. The figures 
in the table may be used as indexes of retail concentration, Table 3 
shows that the index for the 42 states has dropped consistently 
since 1929, falling from 183 that year to 130 by 1958. This means 
that metropolitan area per capita retail sales were 83 per cent 
higher in 1929 than those in non-metropolitan areas, and that the 
difference had dropped to 30 per cent by 1958. The pattern of 
falling indexes was followed to a greater or lesser degree in 38 of 
the 42 states, the exceptions being Connecticut, Massachusetts, 
New Jersey, and Virginia, 

While there is a high degree of consistency in the direction of 
change in the various states, there is a wide spread in magnitudes 
of change. For instance, while the metropolitan areas of Alabama, 
Arkansas, Georgia, Kentucky, Louisiana, Mississippi, North 
Carolina, and Tennessee still had indexes of 150 or more in 1958, 
those of Arizona, California, Delaware, Maryland, New York, and 
Rhode Island were 110 or less, Although these variations are 
worthy of further exploration, this paper is concerned with the 
central fact that population movement to metropolitan areas has 
not been accompanied in recent years by a proportionate increase 
in retail sales in those areas. In other words, non-metropolitan 
areas seem to be doing a progressively better job of holding retail 
sales and preventing their flow to metropolitan centers. 


RATIONALE OF CHANGE 


This central fact is of real significance, since it indicates that 
metropolitan areas have been overrated as increasingly important 
centers of retail trade. The finding has alsocome as a surprise to 
many of us who long ago agreed with Mr. Reilly that there were 
forces at work which caused trade to flow from smaller population 
centers to larger ones, and who have assumed that, since these 
forces still seem to be at work, retail sales were concentrating at 
least as rapidly as population. 

Although there are no retail sales data available prior to 1929 


TABLE 3 


RELATIVE PER CAPITA RETAIL SALES IN STANDARD METROPOLITAN AREAS 
(State non-metropolitan per capita retail sales = 100) 


SMA 1929 1939 1948 


Alabama 230. 229. 
Arizona 128, 134. 
Arkansas 181. 234. 
California 122. 115. 


Colorado 155. 158. 
Connecticut 108. 
Delaware® 150. 
Florida 247. 


Georgia 273. 
Illinois 179, 
Indiana 159. 
lowa 149. 


Kansas 117. 
Kentucky 

Louisiana 

Maine 


Maryland 
Massachusetts 
Michigan 
Minnesota 


Mississippi 
Missouri 
Nebraska 

New Hampshire 


New Jersey 
New Mexico 
New York 
North Carolina 


Ohio 
Oklahoma 
Oregon 
Pennsylvania 


Rhode Island® 
South Carolina 
South Dakota 
Tennessee 


Texas 

Utah 
Virginia 
Washington 


West Virginia 
Wisconsin 


SMA's of 42 States 
* Data seem internally inconsistent. 


Source: Developed from United States Census data. 


1954 1958 
10 183.46 160.23 156.53 
57 182.95 109.67 110.55 
69 189.00 168.38 164.16 
05 108.53 108.20 108.62 
45 118.43 119.01 114.53 
12 103.43 130.18 114.33 
36 15.17 94.65 93.75 
13 148.81 121.46 121.03 
00 245.09 195.61 173.07 158.90 
31 159.43 128.48 140.61 122.84 
13 144.58 127.93 121.46 120.23 
98 143.92 126.53 109.42 112.53 
60 135.01 122.33 122.84 106.02 
00 250.62 206.45 192.98 169.48 
82 212.77 161.94 158.40 152.46 
65 155.29 141.70 139.48 140.00 
147.31 136.00 125.21 99.83 104.47 
106.14 94.51 105.97 114.97 122.76 
151.01 135.03 122.66 123.27 112.89 
233.70 175.34 125.61 118.93 118.99 
216.20 250.43 190.43 175.72 186.34 
233.79 219.58 168.03 149.83 140.71 
138.75 164.95 116.78 108.49 105.26 
125.53 111.65 109.43 104.28 110.71 
96.20 96.01 92.02 98.98 101.55 
177.41 170.88 137.31 131.51 127.99 
130.22 117.95 108.55 103.22 105.57 
203.28 200.71 177.66 158.91 160.54 
148.27 148.65 127.39 119.24 121.16 
185.43 199.96 155.83 145.47 138.77 
136.89 129.90 117.14 110.39 110.80 
161.74 135.57 122.18 123.19 121.11 
97.92 84.29 85.84 62.75 84.82 
178.07 155.00 151.14 145.64 137.02 
167.46 188.80 140.76 126.85 135.06 
282.75 259.47 200.72 176.30 169.29 
182.67 180.61 144.12 129.43 124.03 
203.57 177.40 137.38 146.57 136.20 
120.20 140.33 151.73 142.63 157.54 
132.33 127.21 108.80 109.60 111.94 
P| 165.37 158.46 141.88 154,34 146.34 
144.02 145.62 118.35 114.73 111.90 
173.55 141.71 134.90 130.09 
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to support such an assumption, it seems certain that during the 
second and third decades of this century retailing concentrated in 
large population centers at a rapid rate. Anyone old enough to 
recall the twenties will remember seeing rural trading centers 
dry up as the automobile and the paved highway brought the city 
and its attractive offerings closer and closer in time and con- 
venience, Across the country thousands of small trading centers 
which had once offered most of the goods and services needed by 
nearby residents were reduced to wide places in the highway, with 
only convenience goods available, as the automobile replaced the 
horse drawn vehicle as the customary means of transportation. 
Rising cash incomes of non-metropolitan residents, their rising 
living standards which made possible the purchase of greater 
proportions of shopping and luxury goods, and their increasing level 
of education and sophistication all seem to have directed the flow 
of trade toward the city. Despite the fact that these forces are 
still in operation, the rate of trade flow toward the major city has 
diminished, and the diminution process appears to be continuing, 


Additional Findings 


In addition to the basic findings already discussed, I would like 
now to present some tentative findings of a collateral nature which 
may aid anyone interested in developing hypotheses about relative 
decline in metropolitan retailing. They are presented inthe form of 
questions and answers for the sake of brevity. 


1. Are retail sales concentrated disproportionately in the na- 
tion’s largest metropolitan areas? 

No. Actually, the degree of relative concentration is lower in 
all eight major cities examined than in the nation’s metropolitan 
areas as a whole. The index of concentration for the eight was as 
follows in 1958: Houston, 129; Cleveland, 129; Philadelphia, 128; 
Chicago, 127; Detroit, 114; Los Angeles, 113; Baltimore, 108; and 
New York, 107. These compare with the average of all the metro- 
politan areas of 130. 

Despite the fact that concentration in the major metropolitan 
areas was not unusually high, it is interesting to note that in all 
cases the degree of concentration was somewhat higher than that 
for the average metropolitan area in the same state. 


2. Is there any other generalization that can be made about the 
relationship between size of metropolitan areas and the degree of 
concentration? 
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None that has been evident so far. Alook at the smaller metro- 
politan areas indicates that some have unusually high concentrations 
and some unusually low. If any generalization can be made, it is 
that metropolitan areas in the 500,000 to 1,000,000 population class 
seem to perform fairly well. However, the size and quality of a 
city’s hinterland seem to be more important than the size of the 
metropolitan area itself, 


3. What has happened to the size of the average retail unit in 
metropolitan as compared to non-metropolitan areas? 

The average unit in each area has grown at approximately the 
same rate since 1939 when measured in terms of average dollar 
sales. Using 1939 sales per store as a base, the 1958 sales index 
per metropolitan store was about 447 and that for the average non- 
metropolitan store was approximately 465. The average non- 
metropolitan store is apparently at least holding its own in rate of 
growth. However, the average non-metropolitan store still has 
only about two-thirds of the sales volume of the average metropolitan 
unit. It is probable that elimination of department stores, with 
their vast sales volumes and metropolitan concentration, would 
bring the averages considerably closer together. 


4, Have the changes in degrees of concentration been fairly 
even between store types or have changes been much greater in 
some types than in others? 

Changes have been much greater in some types than in others. 
Preliminary investigation of the 1948-1958 period indicates that 
changes have been greatest in apparel, furniture, appliances, and 
eating and drinking establishments. They seem to have been 
lowest in general merchandise (which includes department and 
variety stores), gasoline service stations, and food stores. 


5. In what store types is metropolitan concentration still 
highest? 

In 1958, the highest concentrations seemed to be in general 
merchandise, apparel, furniture and appliances, and eating and 
drinking establishments. Lowest concentrations appeared to be in 
lumber, building materials and hardware, gasoline service stations, 
and food stores. It will be noted that, with the exception of the 
general merchandise category, the types which have highest 
metropolitan concentrations appear to be suffering the greatest 
losses, and that those with low concentrations seem to have 
reached something approximating equilibrium. 


6. Is there a decentralization of service sales comparable with 
that of retail sales? 
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Apparently not. In fact, the movement in service sales appears 
to be in the opposite direction. Analysis of four states, California, 
Michigan, North Carolina, and Texas, shows impressive increases 
in the metropolitan concentration of services in each state between 
1948 and 1958. The smallest increase was 20 index points in 
Texas and the largest was 50 points in Michigan. These represent 
index changes of about 11 per cent and 26 per cent, respectvely. 


7. Is non-metropolitan per capita income rising at afaster rate 
than that in metropolitan areas? 

Analysis of the same four states indicates that non-metropolitan 
per capita income grew at a faster rate from 1948 to 1958, if Sales 
Management’s estimates of income are at allreliable. Large gains 
were made in Texas and North Carolina, a smaller one in Cali- 
fornia, while there was a small drop in Michigan. 


Conclusion 


Time does not permit me to discuss hypotheses, but I am sure 
that many of you have already developed some of your own, I be- 
lieve that anyone interested in marketing will be intrigued by the 
many possible explanations of the changes that have taken place. 
For instance, the fact that concentrations of retail sales and serv- 
ice sales appear to be moving in opposite directions may lead to 
some interesting conclusions about ‘‘propensities to consume’’ the 
two, with the first moving down and the latter moving up as per 
capita real income rises beyond some point, 

This paper has only presented some main points and has raised 
more questions than it has answered. Many of the questions may 
never be answered. However, we are about ready to close out our 
study, and will publish a more complete report during the next few 
months, 
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65. THE LOGISTICS OF 
RETAIL LOCATION 


Bernard J. La Londe* 


Viewing the marketing task as a system is an increasingly 
popular perspective in marketing literature. An important 
element of the physical distribution system is the retail 
store. The post World War II period has seen significant 
shifts in consumer population concentrations. The retail 
structure has undergone corresponding shifts to meet the 
changing spatial composition of the market-place. The 
pressures created by this adjustment have given rise toa 
variety of new location problems. New marketing metho- 
dology must be developed to cope with the changing nature 
of the location decision. 


N recent years much attention has been focused on the changing 
structure of the metropolitan area. These changes have been 
presented mainly in terms of shifting population concentrations. 
However, the impact of such population shifts in turn initiates a 
whole series of secondary adjustments designed to meet the needs 
of the changing population concentrations. 

One of the most significant adjustments occurs in the retail 
structure of the community. The retail structure exists to serve 
the population of the area; and since it serves a definite need, it 
shifts in response to a change in that need. Many studies have 
indicated that the retail structure of a community arranges itself 
functionally, so as to best serve the needs of the community. 
Systematic patterns of functional relationships have been empiri- 
cally established for the retail structure of the community. 

The decentralization of the urban population within the metro- 
politan area has caused a similar decentralization in the retail 
structure of the community. Probably the outstanding symptom of 
decentralization has been the rapid growth of the suburban shopping 


*Bernard J. La Londe, Assistant Professor of Marketing, University of Color- 
ado. 
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center. Just as significant, though not as obvious, has been the 
growth of the retail structure along suburban streets and highways. 

The retailer, in adjusting to the pressure toward larger-scale 
retailing and population moves to the suburbs, has been faced with 
a great variety of problems. Not the least of these problems has 
been what types of stores to build and where to build new stores. 
The suburban market, the suburban customer, and the suburban 
retail structure were new and unfamiliar arenas of competition for 
many merchants with traditional roots in the downtown commer- 
cial districts. 

During the post-war decentralization of retail business, most 
firms at one time or another probably faced the following ques- 
tions: 


Where can I best locate to serve potential customers 
without weakening present market position? 


What type and size store should be built consistent 
with merchandising policy and long-range planning for 
market development? 


Within the framework of the preceding two questions, 
from where will our customer come? Will the down- 
town location lose volume to the suburban store? 


THE RETAIL LOCATION PROBLEM 


The continued growth of the shopping center movement, along 
with increased emphasis on large-scale retailing, has given rise 
to a number of retail location problems, 


Saturation 


The absolute amount of consumer expenditures for any segment 
of retailing is relatively fixed within any given trading area. This 
amount is fixed by: 1) the parameters of the trading area, and 
2) the expenditure pattern of the consumers within the trading 
area. When the amount of retail facilities allow the retail segment 
to earn a reasonable average return on investment, the market is 
probably over-saturated (over-stored). It is, of course, entirely 
possible that a trading area might be unsaturated in one segment 
of retailing (e.g. drug stores) and over-saturated in another seg- 
ment of retailing (food retailing). 
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Growth Potential 


A retail facility is established not only onthe basis of presently 
existing potential, but also in many cases on the anticipation of 
future growth. As the more densely populated areas become satu- 
rated with retail facilities, more consideration is directed toward 
growth areas, Retail facilities are constructed, in many cases, far 
ahead of the market necessary to support the proposed facilities. 
This problem itself would not be a major consideration, in that 
many chains follow a policy of attempting to secure prime market 
position in anticipation of growth. However, careful analysis in- 
dicates that the typical situation is one where all retailers antici- 
pate growth and all retailers establish facilities in the growth 
area, It is not unusual for this type of policy to result in perma- 
nent retail over-saturation prior to growth area maturity. 


Market Myopia 


A unique type of myopia affects many retail operations and de- 
velopers. This weakness is particularly prevalent in chain opera- 
tions and shopping center developers. The symptom of this prob- 
lem is the conviction that everyone else is building too many 


stores or shopping centers, but he is just keeping pace with his 
share of the market or capitalizing on a real economic need. 
When this particular form of myopia is present in all of the com- 
petitors in the market area, over-saturation is usually the result. 
There is also strong tendency in this case to blame competitors 
for poor performance of both new and existing facilities. 


THE RETAIL LOCATION DECISION 


The retail location problem can be subdivided into two distinct 
tasks. The first task involves a general evaluation of the potential 
available in a competitive market. The question must be asked: 
Does the market contain enough potential to profitably support an 
addition to currently existing retail facilities? In other words, is 
the market presently saturated with retail facilities? 

The second task involves the specific delineation of the poten- 
tial market in terms of the exact location for the retail facility. 
The question may be posed as: Given sufficient potential, where is 
the best location to serve the available potential? 

An additional problem is faced by the retailer with several 
units in the same general market area. The multi-unit retailer 
must evaluate a specific site, based on both the site’s potential 
volume and its place in a multiple store network. The develop- 
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ment of a retail unit for the multi-unit operation, then involves 
both the question of individual site profitability and optimum net- 
work expansion. 

Marketing contributions to the retail location decision revolve 
largely around a checklist of significant factors or gravitational 
models. While both the checklist and gravitational methodology 
can be useful in narrowing the range of the location decision, both 
methodologies rely heavily upon the subjective judgment of the 
researcher. 

The gravitational model, based upon a variation of the principle 
of comparative advantage, was originally developed by William J. 
Reilly in 1929.4 Professor Converse has suggested significant al- 
terations to the ‘‘law,’’ making it more applicable in specific 
situations.? During the past several decades new applications 
have been proposed to extend the usefulness of the gravitational 
principle to small retail clusters.° 

The checklist methodology for the retail location decision has 
its roots in the early development of retailing. In 1885, Samuel H. 
Terry discussed those factors considered important in locating a 
store.4 Included in his discussion were considerations of: the 
type of town, traffic volume and flow, city growth, store decentral- 
ization, acquisition, etc. Modern versions of the checklist ap- 
proach are strikingly similar to Terry’s presentation of signifi- 
cant factors. 

A third approach to retail location has been generated outside 
the field of marketing. The third approach might be termed the 
‘‘clinical’’ approach to the location decision. The methodology of 
the clinical approach is directed toward the empirical study of 
existing retail location patterns. The empirically established 
characteristics of existing retail locations provide a basis for 
generalization and prediction for proposed location decisions, The 
clinical approach has been developed and presented in a discipline 
termed Economic Geography.5 The methodology has been devel- 


1. William J. Reilly, Methods for the Study of Retail Relationships Research, 
Monograph No. 4, Bureau of Business Research, Austin, the University of Texas, 
1929. 

2. Paul D. Converse, Harvey W. Huegy, and Robert V. Mitchell, Elements of 
Marketing, 6th Edition. New York, Prentice-Hall, 1958. See Appendix B pp. 746- 
750. 

3. Leon W. Ellwood, ‘‘Estimating Potential Volume of Proposed Shopping Cen- 
ters,’’ The Appraisal Journal, Vol. No. 4 (October, 1954), pp. 581-589. 

4. Samuel H. Terry, How to Keep a Store, 12th Edition. New York, Fowler 
and Wells Co., 1887. Chapter III ‘‘On the Choice of a Locality,’’ pp. 40-50. 

5. William Applebaum and Saul Cohen, ‘‘The Dynamics of Store Trading Areas 
and Market Equilibrium,’’ The Annals of the American Association of Geographers, 
Vol. 51, No. 1 (March, 1961) pp. 73-101. 
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oped, and the research is being conducted largely by professionally 
trained geographers. To date the ‘‘clinic’’ for the research has 
been mainly the supermarket industry. However, there are some 
indications in the literature that an increasing number of retail 
segments are in the process of being subjected to the clinical type 
of analysis. 

In summary, it would seem that the field of marketing has not 
contributed significantly during the past several decades to the 
formulation of efficient methodology for the retail location deci- 
sion, A new and promising area of investigationis being opened by 
the clinical approach to the retail location decision. However, the 
clinical approach to the development of store location methodology 
also has some serious weaknesses, as it is presently applied. One 
weakness involves a lack of operational definition in research 
methodology which makes independent research validation difficult, 
if not impossible. A second weakness is the heavy dependence of 
the clinical approach on the skill of the diagnostician. That is, 
there remains a good deal of subjective interpretation of results in 
the clinical methodology. 


A MARKETING APPROACH 


Elements of traditional market analysis and the clinical ap- 
proach can be combined into a methodology for providing market- 
ing insights into the location problem. A program combining 
elements of these two approaches would provide objective guide- 
lines for the retail location decision. A proposed program of this 
type would require consideration of both the general evaluation of 
potential and the specific location decision. 

In the following sections an attempt is made to provide a mar- 
keting framework or approach to the location decision. It is in- 
tended as a tentative guide, or proposal, for retail research, 
rather than a solution to the retail location problem. It should be 
noted that the examples used to illustrate the marketing approach 
are drawn from the supermarket industry. While the supermarket 
industry represents a fairly specialized segment of retailing, 
tentative research findings indicate that the proposed methodology 
with appropriate alterations can be applied to most forms of re- 
tailing. 


6. Saul B. Cohen, Ed. Store Location Research in the Food Industry, New York, 
N. Y., National-American Wholesale Grocers Association, 1960. 
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The Index of Retail Saturation 


The utility of measurements of market potential has long been 
recognized by alert marketing management. It is equally well 
recognized that the probability of success in obtaining a share of 
any given market must be carefully weighed against the resource 
investment necessary to obtain a share of available market 
potential, 

A similar situation exists in the area of retailing. Any given 
geographic market contains a relatively fixed amount of market 
potential in terms of consumer dollars, The resources necessary 
to secure a share of the retail market will show wide fluctuations 
in different areas. While this fluctuation could be due to other 
causes, it is most frequently caused by the intensity of competition 
for the available market potential. 

In the retail segment it is possible to calculate the amount of 
retail sales available in any geographic area with reasonable ac- 
curacy. It is also possible to quantify certain characteristics of 
retail facilities in any geographic area. These two factors can be 
combined to form an index of retail saturation. This index could 
be defined as: An index number providing a relative measure of 
retail facility saturation in any given trading area. Expressed as a 
functional relationship: 


_ Ci X 
IRS = RF, 


Where: IRS; Index of Retail Saturation for area one 
Cy Number of Consumers in area one 
RE, Retail Expenditures per consumer in area one 
RF, Retail Facilities in area one 


Consider the following example in analyzing supermarket po- 
tential in Market A: 


The one-hundred thousand consumers in Market A spend 
an average of $5.50 per week in food stores. There are 
15 supermarkets serving Market A with a total of 144,000 
square feet of selling area. 

100,000 * 5.50 — 550,000 


= = $3.82 


IRSA = 744.000 ~ 744,000 


The $3.82 per square foot of selling area measured 
against the dollars per square feet necessary to break 
even would provide the measure of saturation in market 
A. The $3.82 figure would als~ be useful in evaluating 
relative opportunity in different market areas. 
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The sales per square foot calculation is a common measure- 
ment tool in the supermarket industry. However, the inputs into 
the system and the measurement of saturation would vary with the 
segment of the retail structure being analyzed. For example, in 
the case of the service segment of motels, ‘‘RF’’ might be calcu- 
lated by available rooms during a given time period. 

There are several problems of methodology that are immedi- 
ately evident. Chief among these problems are: 1) the operational 
definition of terms and 2) the delineation of the market area. 
Careful development of methodology should either eliminate or 
minimize the above problem areas. It should also be recognized 
that the index of retail saturation is a static type of analysis and 
can be calculated for only one point in time. 

The development of an index of retail saturation could have both 
practical and theoretical significance. The practical significance 
of the index would stem from its usefulness as a decision-making 
guide for the location analyst. From a theoretical point of view, 
the index could be used to study the relationship between retail 
saturation and characteristics of retail operation and competition. 
The relationship between saturation and price competition would 
constitute an important area of research investigation. Another 
tentative research hypothesis might revolve around the relation- 
ship between saturation and return on investment, 

The index of retail saturation would provide valuable insights 
for the retailer into the evaluation of available potential in any 
market. It would provide a superior measurement to the simple 
analysis of market potential, since it would take into account both 
the demand side (potential) and the supply side (retail facilities) in 
evaluating a market. 


The Store Location Type 


After the construction of the index of retail saturation the re- 
tailer would still face the problem of specific site selection. 
Borrowing from the methodology developed by the clinical ap- 
proach, distinctive store location types can be developed. A store 
location type can be defined as a distinctive classification of stores 
possessing certain measurable location characteristics. The use- 
fulness of the approach is probably best illustrated by presenting 
the results of a pilot research project concerning supermarket 
store location types. The complete methodology is beyond the 
scope of this paper. The purpose of presentation of this research 
is to illustrate the validity and usefulness of the store location 
type concept. 
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Fifteen supermarkets, all operated by the same chain, were 
selected in six different store location types. The store location 
type categories were established on the basis of: 1) the number 
and type of retail stores surrounding the survey store, 2) popula- 
tion density, 3) planned versus unplanned retail centers, and 4) 
traffic artery configuration. 

The in-store interviewing was done in late 1959 and 1960. A 
quota type of sample with store sales as the criterion was used, 
resulting in 5300 customer interviews. The customers were asked 
a series of questions including their home addresses, and this 
information was plotted on a map of the area. Using 1960 Census 
Tract data and sample data, per capita sales were calculated for 
each of the survey stores, The per capita sales were calculated 
for three distance zones: 1) 4 mile radius from the store; 2) 5 to 
1; mile radius from the store; and 3) 14 to 2 mile radius from the 
survey store. A mean average of distance traveled to the survey 
store by the nearest seventy and ninety per cent of the store’s 
customers provided a measure of drawing power. 


TABLE I. Drawing Power at 70 and 90 Per Cent 
Customer Levels by Store Location Type 


Store Location Type Power 


(Supermarket) 70 Per Cent 90 Per Cent? 


Urban Strip .38 Miles .02 Miles 
Urban Cluster 

Small Town 

Neighborhood Shopping Center 

Community Shopping Center 

Regional Shopping Center 


‘Mean average distance traveled by nearest 70 per cent of sur- 
vey store customers. 

* Mean average distance traveled by nearest 90 per cent of sur- 
vey store customers. 


Tables I and II illustrate distinctive patterns of drawing power 
and per capita sales by store location type. The data was analyzed 
using Analysis of Variance and Correlation Analysis. The statis- 
tical tools indicated significance at the ninety-five and ninety-nine 
cent level in most cases. The factors of store size, competition, 
and population density were statistically analyzed in relation to the 
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TABLE II. Per Capita Sales by Store Location Type 
at 3, 14, and 2-Mile Distance Intervals 


Per Capita Sales’ 


Mile 14-Mile 2- Mile 
Interval Interval Interval 


Urban Strip $1.55 $0.21 $0.02 
Urban Cluster 1.89 0.28 0.06 
Small Town 2.46 2.64 1.64 
Neighborhood Shopping Center 1.70 0.71 0.23 
Community Shopping Center 1.58 0.62 0.20 
Regional Shopping Center 0.45 0.27 0.16 


Store Location Type 
(Supermarket) 


*per week 


finding. No significant relationship between per capita sales and 
the above factors were in evidence. 


SUMMARY AND CONCLUSIONS 


In summary, this paper proposes a new method of approaching 
the retail location decision. The two elements of the method cor- 
respond to the two tasks (i.e. general evaluation of potential and 
specific delineation) involved in the retail location decision. The 
approach presented can have both pragmatic usefulness to the 
location analyst, and provide a theoretical framework for location 
research in marketing. 

In the opinion of the writer, the location decision has been a 
neglected area in the development of effective marketing method- 
ology. Retail research should receive increased emphasis for the 
following reasons: 


1. Poor location practice results in economic waste, for 
which the consumer ultimately pays the cost. 

2. The small retailer and the uninformed retailer are 
often the cause of disrupted or over -saturated markets. 
It would seem that the field of marketing could render 
a valuable service if practical methodology could be 
developed which would aid in the stabilization of the 
market place. 
The rapid growth of cities and sprawling suburbs have 
compounded the problem of the city planners. The field 
of Marketing could provide a valuable service to the 
city planner in effectively planning retail service 
districts, 
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66. THE EXECUTIVE FUNCTION OF 
ORGANIZATION APPLIED TO 
BRANCH DEPARTMENT STORES 


Samuel Van Dyke Smith* 


The hypothesis of the author is that although organization 
in the department store field has traditionally been derived 
from principles of organization, retail organization is a 
function of certain external environmental factors or de- 
terminants such as the nature of the market and internal 
factors of determinants such as managerial philosophy and 
objectives. The significance of this study is that (1) man- 
agement can now look to the determinants and not to ab- 
stract, contradictory principles in deriving branch store or- 
ganization; (2) organization is a dynamic function in that 
the form of the proper organization will change with a 
change in the determinants; (3) there is a causal relation- 
ship between poor organization and inefficient operations; 
(4) where uniformities in determinants exist, there will be a 
uniform branch department store organization, but where 
the determinants differ, the model will be modified in ac- 
cordance with the variation; furthermore, (5) the author has 
isolated some of the causal determinants. 


T would be difficult to find a field where the problem of ef- 

fective organization is as important to top management as it is 
in the retail department store area. The industry is characterized 
by considerable debate concerning organization ‘‘principles,’’ 
methods, and structure. Also, the problem of department store 
organization has been further aggravated by the appearance of 
branch department stores. The failure to agree on the proper 
organization for the parent store has led some retail adminis- 
trators to suggest that there is no model branch plan although 
others aggressively claim their store’s concept to be the proper 
structure. 


*Samuel Van Dyke Smith, Associate Professor of Marketing, Washington Uni- 
versity. 
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Three concepts of branch organization have been applied. 
One has been referred to as the ‘‘brood hen and chicks’’ concept; 
the second is the concept that each new branch should be separate, 
on its own with its own buying staff and management. The third 
is the chain concept where all stores are considered units ina 
chain. Although each of these three concepts can be seen in 
operation, there has been little effort to determine under what 
conditions each might be appropriate. 

The study deals with organization at two levels of abstraction. 
The first and higher level, is the uncovering of evidence that will 
contribute in some part to the further development of a theory of 
organization. In view of the apparently widely varying branch de- 
partment store organizational patterns, there is an opportunity to 
bring some order to one segment of the vast amount of data on 
organization currently being published. This study accomplishes 
this by: (1) describing and analyzing by means of a case study 
approach, the branch store organizations in three different firms 
that correspond to the three basic forms described earlier; (2) 
identifying the factors that management considered in planning 
these organizations; (3) determining in specific situations how the 
organizations affect the making and implementation of decisions; 
and (4) uncovering empirical evidence that is helpful in appraising 
the validity and applicability of so-called ‘‘principles’’ of organi- 
zation. 

On a lower level of abstraction—one that deals with the im- 
mediate significance of this study to retail management—the study 
answers the following questions: where the executives who were 
responsible for the decisions on branch organization correct in 
believing that a model branch store plan does not exist; or are 
their existing patterns really similar, varying only as a result of 
factors related to the objectives and environments in the individual 
situations? Should department stores with branches adopt the 
chain pattern of centralized buying and therefore separate the 
traditionally combined buying and selling functions; or does local 
clientele preference make it necessary to delegate to the branches 
power to buy? Does the merchandise function of the parent 
store change as it passes a certain number of branch units? 
What role do such factors as size of branch store, distance from 
main store, and nature of clientele play in the decision? 

Traditional organization theory has included supposedly ‘‘well- 
accepted principles of organization.’’ Close analysis reveals that 
these principles are frequently contradictory and nothing exists in 
the theory to indicate which principles are appropriate. Also, 
classical organization theory does not support theory with evi- 
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dence. It would be a mistake, however, to go too far in rejecting 
traditional theory. Most of the older principles and theories were 
developed by men who had many years of practical experience in 
administration. This investigation placed a spotlight on the ad- 
ministrative function of organization. It was apparent that, in 
spite of the voluminous material on organization, there was need 
for a study of how administrators actually plan their structures 
and relationships, and what factors are significant in determining 
where and when particular organizational arrangements might be 
applied. It was also apparent that there was a need for the un- 
covering of empirical data from which the value of so-called 
principles or basic models could be adduced. 

Utilizing field research methods developed in the behavioral 
sciences the logical concepts developed by those planning the or- 
ganization were compared and contrasted with the social realities 
of organizational situations. The focus was upon the task of 
locating where branch store decisions were actually made. In- 
terviews were made at each level in the branches from store 
manager to salesperson. To the extent that the problems of 
structuring interpersonal relationships permitted, as a minimum 
the same topics were covered in each interview at each level in 
order to uncover each level’s attitude toward the same subject. 
Although time-consuming, this device was highly useful in un- 
covering the informal organization. Where it was thought desir- 
able, time was spent with each branch executive observing his 
daily duties and decisions to check the relationship between his 
response to questions and his actual performance. In order to 
reduce the number of variables present when comparing data 
from the various stores studied, the same department was selected 
for detailed analysis at each store. 

The case material is particularly valuable because it includes 
observations made at each store over a number of years. Thus it 
was possible to study the effects of changes in the organization and 
to uncover possible converging trends. 

It is the belief of this author that the cases present sufficient 
empirical evidence to support the thesis that the branch depart- 
ment store organization structure to apply in a particular case 
depends upon certain identifiable determinants. 

Significant determinants include the following: 


1. What is management’s concept of its objective? Does 
the management wish to operate a group of stores that 
present the same image to the public no matter where 
that store be located? If so, the authority over resource 
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and item selection should be assigned to the parent 
store’s merchandising division where the advantages of 
specialization by process can be secured to their fullest 
extent. 

On the other hand, does management wish to operate 
stores that adjust to the local environment, reflecting any 
variations in taste and merchandise preference that may 
exist, and permitting a variance in the store images that 
may be presented? If so, authority over resource and 
item selection should be assigned to the branch store 
where specialization by place can be secured. 


2. What degree of market penetration is desired? Does 
the management wish to operate a group of stores that 
cater to a narrow clientele? If so, authority over mer- 
chandise control should be assigned to the parent mer- 
chandising division as is done at Saks 5th Avenue and 
Peck & Peck. 

Does the management wish to dominate the market? If 
so, local management should be assigned broad powers. 


3. What philosophy of management dominates the firm? 
What is the capability of the managerial force? Have the 
members of management been brought up under a philos- 
ophy of tight central control? If so, it will prove more 
familiar to them to operate with strong parent store 
controls. 

Does management indicate that it believes in the dele- 
gation of power? If so, it will find subordinates ac- 
customed to accepting the delegation that branch auton- 
omy involves and will have less need for outside 
recruiting. 


4. What is the nature of the competition that the proposed 
branch will face? Will the store be located in a small 
town or in a suburban section of a large city? If the towns 
are small, and competition is restricted in the main to 
independent merchants there is less need to have the 
market contacts that control by the parent merchandising 
organization provides. 

If the competition includes large scale retailers, 
there is greater need for specialization by process for 
resource and item selection. 

If the store is to be located in a suburban section of a 
community where the downtown shopping area dominates, 
specialization by process is sufficient. 
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If outlying shopping areas have begun to rival the 
downtown area in external economies of scale, a com- 
bination of arrangements are necessary. Authority over 
reorder of basics should be delegated to the branch, 
while control over resource and item selection can be 
maintained centrally. 


5. How far will the branches be from the parent store? It 
is impossible to set a definite figure in miles, but evi- 
dence seems to indicate that under a system of common 
store images and strong central control, stores may be 
operated at a distance of several hundred miles from the 
parent operation if provision is made for communication 
by wire and telephone. 

With regard to systems of branch autonomy, the mat- 
ter of distance either from the manufacturers’ market 
or from populous trading areas that attract vendors’ 
salesmen seem to be more significant than distance from 
the parent store. 


6. What will the total number of branches be? Study at 
one company indicated that its main store buyers were 
beginning to experience difficulty only at the addition of a 


ninth store branch. Relieving the buyers of their sales 
supervisory activities and transferring them to a ware- 
house as was contemplated by the president would have 
required the installation of a detailed communication 
system. Also it would have probably required the store 
to permit the individual branches a greater role in item 
selection as it became more difficult for the buyers to 
react to local tastes, unless the management wished to 
narrow its offerings as Peck & Peck and Saks 5th Avenue 
have done. So far, electronic data processing has not 
been thought feasible because of problems involving cost 
and applicability. 


As one goes down the list of determinants beyond the first few, 
one becomes aware of an interrelationship among the factors. For 
instance, Sears has demonstrated that it is possible to operate 
over seven hundred branches if certain other factors are adjusted 
such as permitting more local voice in selection of items to be 
carried by the individual store. On the other hand, Peck & Peck is 
operating many branches and at great distances by restricting its 
line and size of store relative to competition. 

A considerable wealth of empirical material on the executive 
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function of organization was unearthed in the researcher’s search 
for the determinants of branch department store organization. Al- 
though organization theory is still in an unsettled state, the case 
material offers the writer an opportunity to make some observa- 
tions in regard to certain theoretical concepts based on evidence 
that is unique in its nature. These observations have been pub- 
lished elsewhere.! 

The significance of this study is that (1) management can now 
look to the determinants and not the abstract, contradictory prin- 
ciples in deriving branch store organization; (2) organization is a 
dynamic function in that the form of the proper organization will 
change with a change in the determinants; (3) there is a causal 
relationship between poor organization and inefficient operations; 
(4) where uniformities in determinants exist, there will be a uni- 
form branch department store organization, but where the determ- 
inants differ, the model will be modified in accordance with the 
variation; furthermore, (5) the author has isolated some of the 
causal determinants. 


1. Samuel Van Dyke Smith, The Executive Function of Organization Applied to 
Branch Department Stores, Graduate School of Business Administration, Washing- 
ton University, St. Louis, Mo., 1961. 
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67. A PROGRESS REPORT 


Howard P. Davis* 


A new food stamp program is in its pilot stage in eight 
areas of the United States. This new plan is aimed at in- 
creasing the nutritional level of low income families. 
Under this program, low income families purchase food 
items directly from retailers. Recipients are excluded from 
purchasing items such as "alcoholic beverages, tobacco 
products, coffee, tea, cocoa as such, bananas and foods 
clearly identified on the package as imported." Advertis- 
ing people can contribute to the successful operation of 
this plan by stressing the nutritional values of various food 
items, since the recipient is not limited in his purchase of 
food commodities. 


INCE the days of the original food stamp plan that operated 

from 1939 until 1943, there has been substantial and continuing 
interest in trying this approach once again to make full use of our 
agricultural capacity in improving the diets of low-income 
families. 

The basic premise is simple. Given the existence of a tre- 
mendously productive agricultural economy and given the fact that 
a good many families have insufficient income to purchase even a 
minimum nutritious diet, this Administration is exploring several 
routes to assure low-income families greater access to this 
agricultural abundance. 

One approach is through an expansion of the family donation 
program under which the Federal Government purchases, pack- 
ages and delivers to cooperating State Agencies sufficient kinds 
and quantities of food to improve the diets of families certified as 
in need of food assistance. This route is direct and effective in 
many situations, but it has certain limitations. If the program is 
to remain simple to administer and relatively inexpensive at all 
levels of government and if we are to avoid undue disruption of 
local commercial marketing channels, the Federal Government 


*Howard P. Davis, United States Department of Agriculture, Washington, D. C. 
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cannot buy and distribute an infinite variety of commodities in an 
infinite variety of container sizes. 

A second approach is through the pilot food stamp program 
currently operating in eight limited areas of the country. The 
rationale of a food stamp program as an agricultural program is 
rather more sophisticated than is the family donation program. 
Extensive studies conducted by the Department of Agriculture, 
together with the experience gained from the earlier food stamp 
program, indicated that as families obtained greater food pur- 
chasing power, they tended to up-grade the level of their diets. 
In other words, they bought a greater range of the foods high in 
nutrition—fruits and vegetables, fresh meats, dairy and poultry 
products. These items, in turn, generally yield a relatively 
greater return to the farmer. 

Once the decision was made to test the food stamp approach, 
several basic policy questions appeared at once. The first, and 
perhaps most important, was the question of what commodities 
should be eligible for purchase with food coupons. In the earlier 
stamp program, an attempt was made to direct purchases to those 
agricultural commodities in ‘‘surplus’’ through the use of blue- 
colored stamps while orange stamps could be used for other 
foods. The recipients purchased the orange stamps and were given 
the blue stamps free. The list of commodities eligible for pur- 
chase with blue stamps was issued monthly by the Department of 
Agriculture. This seemed to be an. unnecessarily cumbersome 
procedure that was difficult to enforce, particularly since re- 
search on food consumption patterns indicated that through the 
process of natural selection families tended to purchase perish- 
able items in plentiful supply when they could afford to do so. 
Under the present program, therefore, we use a list of excluded 
items rather than a list of eligible items. This list has remained 
in effect since the program opened and will very likely remain in 
effect throughout the pilot period. The only items excluded are 
alcoholic beverages, tobacco products, coffee, tea, cocoa as such, 
bananas and foods clearly identified on the package as imported. 
This is a simple list, readily understood by recipients and gro- 
cery clerks at the check-out counter. This represents a basic 
shift in emphasis from the attempt under the old stamp plan to 
move specific ‘‘surpluses’’ to one of generally increasing the 
consumption of perishables. 

The emphasis on simplicity is inherent in the new program. 
With the question of eligible items cleared up, it was clear that 
only a one-purpose stamp would be required. We turned then to 
the bankers and the retail trade. What was their advice on the 
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size and. shape of the stamp for ease of handling? What did they 
suggest in the way of format for applications to participate from 
banks and retail stores. What is a retail grocery store? What 
about multiple stores under a single ownership or affiliated or co- 
operating stores. The advice and suggestions received were in- 
valuable from the standpoint of developing administrative pro- 
cedures and techniques that could blend into normal commercial 
banking and marketing practices with a minimum of disruption. 

Instead of a postage stamp type of food stamp that had to be 
glued to a card in the earlier program, we have a food coupon, 
approximately the size of a dollar bill, in two denominations—a 
twenty-five cent coupon and a one dollar coupon. The application 
and authorization forms for participating retailers outline their 
responsibilities and commitments in the simplest possible way 
consistent with protection of the Federal Government’s interest. 

Another major area of real concern was how and where to ob- 
tain the best possible certification of families eligible to partici- 
pate in the program and to develop the purchase requirements for 
coupon recipients. It is essential that you freeze the normal 
level of food expenditures so that the bonus or supplementary 
coupons supplied free of charge represent as far as possible a 
net additional expenditure for food. Here we turned to State wel- 
fare agencies who administer the Federal-State matching funds 
programs such as Aid to Dependent Children, Old-Age Assistance, 
Aid to the Blind, Aid to the Disabled, etc. In each of the eight 
areas, the purchase requirements reflect the professional advice 
and skill of welfare personnel as well as the economic and social 
conditions in each locality. 

This, then, in broad terms is how the program operates: 
Low-income families and public assistance recipients are certi- 
fied by the public welfare agencies who also determine, on the 
basis of the families’ size and income, the amount they must pay 
for the coupons and the total amount they will receive in return. 
The families spend their coupons at their local grocery for any 
food for human consumption (except the few excluded items), just 
as anyone else would use money. The grocer redeems his coupons 
at his bank just as he does his other receipts. The banks send 
their coupons to the Federal Reserve Banks where they are 
charged against U. S. Department of Agriculture funds. 

The eight pilot areas are: Fayette County, Pa., McDowell 
County, West Virginia, Floyd County, Kentucky, the City of De- 
troit, parts of Itasca and St. Louis Counties, Minn., Franklin 
County, Illinois, Silver Bow County, Montana and San Miguel 
County, New Mexico. 
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The program has been a cooperative effort throughout and 
this is particularly true in another phase of the operation that 
seeks to enlist the nutrition education sources available in each 
community. Since there are very few limitations on how recipi- 
ents may spend their coupons, it is essential that they be en- 
couraged to use their coupons wisely to obtain the most nutritious 
diet possible. This means getting across the fundamentals of 
good nutrition. Personal observation and reports thus far indicate 
that many participants are buying those foods it was hoped they 
would buy. Nevertheless, in each of the eight areas, local groups 
are deeply involved in using every means to tell the nutrition 
story. 

To fully evaluate the pilot operations, the Department of Agri- 
culture has conducted intensive and extensive surveys of food 
purchase patterns before and after the food stamp program went 
into effect as well as attitude surveys to obtain reactions to the 
program from participants, retailers and wholesalers, State and 
local officials and the general public. 

Collection of data on total retail food sales and sales of meats 
and produce and other pertinent store information was undertaken 
in a random sample of food outlets in each pilot food stamp area 
during two (pre- and post-program) 4-week periods. 

Household food consumption surveys were conducted in two of 
the pilot areas. One was in Detroit, Michigan, an industrial center 
with heavy unemployment, the other in Fayette County, Pennsyl- 
vania, an agricultural and mining area with heavy and sustained 
unemployment. 

Food consumption surveys in both areas started April 17 and 
extended over a 4-week period. The same households were re- 
surveyed in mid-September. Experience gained in the 1955 
Household Food Consumption Survey was utilized extensively in 
developing questionnaires and interviewing techniques. 

Survey findings will provide measures of changes in food use 
and nutritional adequacy of diets resulting from increased food 
purchasing power of food coupon recipients. 

Research was also conducted to learn the attitudes of coupon 
recipients, retailers and others who might be involved inthe 
program along with some studies among the general population. 

The Department of Health, Education and Welfare also con- 
ducted lengthy telephone interviews with the State Welfare Com- 
missioner for each of the pilot areas to obtain their reactions to 
the program. 

What then have been the results? 

During November, program participants totaled over 140,000 


| 


A PROGRESS REPORT 589 


with over half of these in Detroit. The total value of coupons is- 
sued was $2.9 million. Of these, recipients purchased almost 
$1.8 million and the Federal subsidy amounted to a little less than 
$1.1 million or 37 per cent of the total. In other words, recipi- 
ents paid $63 for every $100 worth of coupons they received. 
Overall participation as a percentage of those certified reached a 
new high of 93 per cent. 

Although participation in the food stamp program is substan- 
tially less than was the case when the direct donation program 
operated in these eight areas, it does seem clear that the new 
program is reaching those in greatest need of food assistance. It 
had been expected that those near the top of the income exclusion 
scale would be reluctant to commit a major part of their cash 
income to purchase coupons in return for a relatively limited 
value of bonus or free coupons. It also appears that one and two 
person families, particularly among the elderly, find, in some in- 
stances, that they cannot effectively use the additional food pur- 
chasing power. Some adjustments may well be necessary in the 
purchase requirements for this group. We have had very few 
complaints from any area that the purchase requirement works 
undue hardship. As in many public programs, you sometimes 
have to base some of the evaluation of program operations on the 
lack of complaints as well as on more positive analytical efforts. 

The problem of violations has been surprisingly small. This is 
probably a product of several factors. In the first place, the food 
industry has worked diligently to encourage a clean program on 
the part of retailers and wholesalers. Welfare workers, local 
newspapers—many forces in each community—have made strenu- 
ous efforts to explain the program to recipients and to urge them 
to abide by the regulations. Here again, though, is where essen- 
tial simplicity in design and administration have greatly limited 
the area of potential violations. If the purchase requirement and 
the basis of issuance reflect with reasonable accuracy the extent 
of actual need for additional food purchasing power and if the list 
of excluded items is small, the incentive to violate the program 
rules is reduced proportionately. 

On the administrative side the costs appear to be reasonable 
both for the Federal and the State and local governments. While 
we have found some aspects of administration that can be im- 
proved, generally, the procedures have worked out fairly well. 

While we have not fully analyzed and evaluated the results of 
the formal surveys mentioned earlier, we do have several indica- 
tions: 

1. There was a material increase in the total retail food sales 
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in seven of the areas. (In Detroit, the sample was drawn only 
from low-income areas. While the increase was substantial in 
the sample stores, the probable increase for the City as a whole 
was small.) 

2. Food purchases of participants increased about 95 cents 
for each $1.00 of subsidy in Detroit and 85 cents in Fayette 
County, Pennsylvania. 

3. Participants in these two areas were purchasing foods that 
would provide an appreciably better diet than were eligible non- 
participants. The major increases in food purchases were in 
meats, dairy and poultry products and fruits and vegetables. 

4. A majority of both participants and eligible non-participants 
approved of the program. Most of the welfare officials approved 
of the program and the food trades, banks and general public felt 
it was good for the recipients as well as the general economy of 
the community. 

While the limited pilot operations have apparently been suc- 
cessful we still have much to learn. We need further study and 
experience to refine our scales of purchase requirements to 
determine whether we are excluding groups that need better diets 
but cannot afford to pay as much as we are requiring. We need to 
study the participants’ food purchases in additional areas. We 
need additional experience in order to evaluate administrative 
and compliance problems under conditions that would prevail 
after the program has operated for a longer period and in more 
areas. 
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68. FOOD STAMP PROGRAM 
INDUSTRY REACTION 


S. Kent Christensen* 


Retailer's are enthusiastic over the new food stamp pro- 
gram that has been inaugurated by the United States De- 
partment of Agriculture. Under this arrangement, welfare 
receipient's in depressed areas receive food in a most 
economical and efficient manner. As contrasted to the 
earlier food stamp plan, retailers are now relieved of the 
responsibility of keeping abreast of eligible products, and 
moreover, their role of acting as policemen to enforce the 
law has been diminished However, the majority of those 
interviewed feel that this plan offers little as a solution to 
the pressing problem of dealing with agricultural surpluses. 


AVING only recently departed from the ranks of the college 

professor, I am most pleased for this opportunity to join you 
in this mid-winter meeting for the purpose of giving you a few 
thoughts relative to industry reaction to the food stamp program 
inaugurated by the United States Department of Agriculture. 

You will recall that President Kennedy’s first executive order, 
the day following his inauguration, was to the effect that a food 
stamp program would be put into operation in economically de- 
pressed areas. This came as no surprise as use of the program 
had been mentioned in the Presidential campaign and also ‘‘we had 
information’? from reliable sources that a task group had been 
appointed to study the pros and cons of such a program and to 
make recommendations to the Secretary. I must admit I talked to 
Howard Davis several times over a period of weeks before I found 
out he was head of the Task Group. 

From the beginning the food industry generally accepted the 
food stamp program. However, certain individuals were violently 
opposed, and many expressed grave concern about being saddled 
with the food stamp plan because of unhappy experiences with pre- 
war program. 


*S. Kent Christensen, National Association of Food Chains, Washington, D. C. 
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A brief review of the prewar program is essential as a back- 
ground against which to access initial industry reaction to the 
announcement that a similar program was to be initiated by the 
Kennedy Administration 


Prewar Food Stamp Plan 


The original food stamp program was put into operation in May 
1939 in one area with about 23,000 people participating. By June 
30, 1940, it had been announced for 123 areas throughout the 
country. Operations had actually begun in 83 areas, with about 
1,500,000 people participating. From May 16, 1939 to June 30, 
1940 the total Government expenditure for blue stamps donated to 
recipients was $16,538,000. Thus it is evident that the program 
was extended rather rapidly, particularly in light of the fact that 
neither consumers, the industry, nor Government had had any 
previous experience. As a result the mechanics of operation were 
never perfected. 

The most important basic problem resulted from the two- 
stamp aspect of the program. An orange stamp which the partici- 
pant was required to purchase with his own money was used to 
purchase any food, except beer and liquors. A blue stamp given 
to participants enrolled in the program was legally usable only for 
designated foods in surplus production. The list of surplus foods 
was changed monthly. 

The two-stamp arrangement presented two problems: 


1. Retailers, particularly the check out clerks, found it 
difficult to keep up to date as to which products (desig- 
nated surplus) were eligible for purchase with blue 
stamps. Consumers faced the same problem. It was 
consequently difficult for even the conscientious retailer 
not to be in violation of the law. 


2. In my opinion neither the retailer, nor the consumer 
felt a real moral obligation to restrict blue stamp pur- 
chases to designated surplus foods. Also consumers who 
had used their own money to purchase orange stamps 
felt no moral obligation not to use them for non foods. 
The fact that retailers were put in a position of policemen 
to enforce the law was extremely distasteful to them. 


A further problem to retailers of the prewar food stamp plan 
was the mechanics of pasting the small postage size stamps ona 
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card prior to redemption. Also redemption was made through a 
regional relief office. This meant that retail capital was tied up 
temporarily and secondly meant dealing with two redemption 
agencies rather than one—one for checks and cash and one for 
stamps. 

Knowing of these earlier difficulties retailers made known to 
the Department of Agriculture a desire to cooperate in working out 
a food stamp program which would function as smoothly as possi- 
ble, that is, a desire to simplify the program. We were pleased 
upon our initial contact with the Department of Agriculture to find 
that the officials in charge were aware of many of these problems 
and concurred in our desire to keep the program as simple as the 
law would permit. Also, the Department of Agriculture responded 
to the request to formulate an industry advisory group. 

This team approach to developing a smoothly functioning pro- 
gram allowed the Department of Agriculture officials to become 
more fully aware of the retailers’ problems and the retailers in 
turn became aware of the technical problems that the Department 
faced in development and administration of the program. 

Mr. Davis already has indicated to you the nature of the new 
program. 

1) The adoption of one stamp or coupon which can be used for 
all food except imported items was a major step in making the 
program more functional and easier to enforce. This means that 
at the retail check out counter the clerk need only make two ac- 
countings—one for items which are purchased for cash and one for 
items purchased with stamp coupons. In the prewar program there 
was a necessity for three separate accountings. 

2) Great study and consideration was given to physical nature 
of the stamp coupons. The current ‘‘stamps’’ are in essence 
coupons slightly smaller than a dollar bill. This makes for ease of 
handling. 

Only one problem still remains and that is that retailers must 
endorse or stamp each coupon separately before they can be re- 
deemed at the bank. (Banks must cancel the coupons.) Where 
stamping is done by machines in the larger companies, it is not 
as serious a problem as it is for the smaller retailer who cancels 
by hand. 

3) The arrangements which were made for redeeming stamp 
coupons in the local areas, as if they were cash, removed a ser- 
ious obstacle for the retailer. It meant that cash was immedi- 
ately available and that he could handle the coupon deposits in the 
same manner as the cash deposit rather than through a separate 
agency. 


| 
| 
XUM 


594 SOCIAL RESPONSIBILITIES OF MARKETING 


4) The denominations of the stamps coupons were kept toa 
minimum—25-cents and one dollar denominations. 

5) It would appear that great care was given to the selection of 
the welfare recipients. Thus by and large only those persons 
vitally interested in the food stamp program have been allowed to 
become eligible for participation. This is extremely important 
when it comes to compliances. Persons legitimately interested in 
the food stamp program have no real reason for evading the law by 
attempting to buy other than food products with their stamp 
coupons. 

6) The Department of Agriculture did a commendable job of 
educating consumers, retailers and local welfare agencies as to 
the nature of the food stamp program. Thus by their being better 
informed there are fewer violations and less misunderstanding. 

7) Consumers are required under the new program to certify 
that they are using the stamps according to provisions of the law. 
Thus it is made clear that they have a burden of responsibility 
along with the retailer in maintaining compliance. This has taken 
some of the burden off the retailer in his role as policeman in 
enforcing the provision of the program. 

It has been reported that retailers have taken no position on the 
principle of food stamp programs. From the standpoint of arguing 
the merit of providing food to welfare recipients vs cash, or relief 
work, or not welfare program, this statement is true—that is the 
industry has not formulated a position and will not do so, The 
association takes positions only on matters directly affecting 
business, but leaves to individual members, in their role as 
citizens whether they favor specific welfare programs. 

On the other hand, retailers take a strong position, that if food 
is to be made available to welfare recipients, it can be done best 
through regular commercial channels. In the first place, the food 
distribution system in the United States is the most efficient in the 
world and can actually get foods into the hands of consumers more 
cheaply than can be done by a direct distribution program such as 
has been and continues to be used in other than the food stamp 
project areas. For those of you who are not acquainted with the 
direct food distribution program, it involves distribution of sur- 
plus food to consumers once or twice a month from locations such 
as schools, courthouses, city halls, etc. 

Secondly, the food stamp program in contrast to the direct 
distribution program allows consumers a much wider choice of 
products. 

Third, the actual condition of the food—the cleanliness, the 
appearance, etc., is much better where it is distributed through 
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warehouses and stores designed for food handling; which meet the 
health department requirements; and where there is incentive on 
the part of the employees to make the product as attractive as 
possible to the consumer. 

Fourth, the industry firmly believes that there is a moral 
advantage in requiring some act of good faith upon the part of 
recipients in order to participate in the program. This comes in 
the requirement that the recipient invest some of his own money 
in the program. 

So much for the general reaction of the industry. To obtain 
more specific reaction, I circulated a questionnaire to members 
of the National Association of Food Chains. The results of similar 
surveys made by the Super Market Institute (SMI), the National 
Association of Retail Grocers of the U.S. (NARGUS), the National 
Brokers Association and the United States Wholesale Grocers’ 
Association, Inc. (USWGA) have been made available to me. A 
general summary of the survey results are as follows: 

1) Food stamp sales range from about 2 to 10 percent of the 
food sales in the areas where the program are in effect. As in- 
dicated by Mr. Davis, about 63 per cent of the food stamp sales 
were accounted for stamps purchased by the recipients—the other 
37 per cent of the stamps were donated to the recipients by the 
government. 

2) Most retailers indicated that the program had had little 
effect upon their total sales. 

3) There is some indication, although not conclusive, that sales 
of meat and meat products increased relative to total food slaes. 
This was not a substantial amount. It ran in the neighborhood of 
one-half to 15 per cent. The small change for individual foods 
would of course be expected in light of the fact that the over-all 
food stamp programs in the areas still amounted to a very small 
percent of the total business. 

4) Retailers reported that their costs had not been materially 
affected by the food stamp program. Again they indicated that 
because the food stamps were such a small percent of the business 
the increased costs resulting from additional time needed in 
checkout, cancellation of stamps and educating consumers was not 
enough to result in adding additional employees or in paying over- 
time. On the other hand retailers indicated that if the program 
were to be extensive and become a more important part of their 
total business, it would be necessary to hire additional people or 
to pay overtime in order to take care of the addititonal work. 

5) Retailers reported that very few consumers have pres- 
sured them to permit the purchase of non-eligible products. Also 
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in connection with enforcement the retailers said that they were 
satisfied that other retailers also were complying with the regu- 
lations. 

6) As indicated earlier, retailers are quite satisfied with the 
denominations, texture of paper and physical size of the food 
stamps. This was no accident. Great care wastaken in developing 
the stamps to make sure they were about the same size as the 
other coupons and no larger than a dollar bill so that they would fit 
well in the normal cash register and could be put through account- 
ing machines where mechanical means of counting were used. 

Several retailers and banks have indicated a desire for a five- 
dollar stamp denomination in order to cut down on the handling of 
coupons. 

When the program was being developed retailers had a great 
concern about the problem of making change at the checkout coun- 
ter. This was because of the fact that they were not to be permit- 
ted to give any cash change and the fact that the smallest denomi- 
nation of the coupons was twenty-five cents. The Department did 
consent to allow retailers to give the 25 cent coupons as change. 
Thus there is a maximum amount of money involved in change 
making of twenty-four cents. This problem of ‘‘making change’’ 
has been handled in two or three different ways by retailers. 
(1) To the extent possible retailers have urged consumers to pay 
the odd cents in actual cash. In general this has been the way it 
has been handled. (2) On the other hand some retailers have de- 
veloped a credit memo which they give to the recipient which can 
in turn be used in the store at the time of the next purchase. (3) In 
some instances retailers have encouraged recipients to buy small 
low priced items at the checkout counter such as gum, candy, etc. 

Almost all the retailers who answered the questionnaire indi- 
cated a preferences for continuing the programs in their respec- 
tive areas. They particularly emphasized this as an alternative to 
the direct distribution program. They did not feel well enough 
informed to indicate whether they thought the food stamp program 
should be extended to additional people in their respective areas. 
There was a definite indication that they thought the program 
should be broadened to other areas on a gradual basis to replace 
the direct distribution program. One retail organization actually 
passed a resolution embodying this idea. 


Summary 


The advisability of a welfare program, as embodied in the food 
stamp coupon program, is not considered by the food industry to 
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be an issue upon which it should take a business position. The 
industry certainly agrees with some of the farm leaders, that the 
program should be labeled as a consumer relief program rather 
than a surplus disposal program. 

On the other hand—assuming a welfare program is to be a part 
of our national social program, retailers think the food stamp 
program has considerable merit. It comes as close as any pro- 
gram yet devised to insuring that the recipients of ‘‘welfare grant’’ 
use the grant for the purpose intended. 

As a technique for ridding the market of accumulated surpluses, 
it holds little or not promise. Available statistics would not permit 
an analysis of the program as a technique for shifting resources 
to the production of food items in strongest demand. However, 
unless the program were to be expanded dramatically it would not 
appear to be an effective tool for this purpose. 


69. DISCUSSION 


simulation, or model, of food supply and food demand in the 
United States. In essence, supply and demand are in disequil- 
ibrium; on the supply side we have an extremely effective pro- 
duction, processing, and marketing system; on the demand side, 
consumption has not kept pace with supply due to any number of 
reasons not at issue here. Since the bulk of the population is not 
circumscribed in its ability to choose in the market place, op- 
portunities on the supply side for direct action to expand con- 
sumption of food are limited. However, where the quantity and 
quality of food purchased are restricted by lack of purchasing 
power, direct action has been taken in the past by public agencies 
and will continue to invite their consideration. The Food Stamp 
Plan is an attempt to redress the balance of supply and demand at 
a point where direct action may be taken on the demand side. 

Formally, the purposes of the Plan are: (1) to encourage the 
domestic consumption of agricultural commodities and products 
thereof by increasing their utilization among low income groups; 
and (2) to improve diet and increase food consumption among 
American people whose freedom to select food is circumscribed 
by economic conditions within or beyond their control. 

Certainly, the basic appeal for the Food Stamp Plan is on 
humanitarian grounds. It is difficult to criticize any attempt to 
improve the lot of the unemployed, the fatherless, and the blind. 
These are costs which society must bear. There are other as- 
pects of the plan which deserve our approval. It focuses attention 
on needy Americans; without, in any way, questioning our world- 
wide responsibilities, it is good to see some governmental agency 
concerned for the welfare of our own people. The plan provides a 
dignified method of food distribution; the recipient need not stand 
in line for a ‘‘hand out.’’ It makes maximum use of already ex- 
isting public agencies on the state and local level, and thus, avoids 
a proliferation of public activity. The government neither grows, 
processes, or markets the food but makes use of existing private 
enterprise. This is certainly far superior, in terms of both econ- 
omy and effectiveness, to some parallel system of federal 


Peo M. RATHMELL:* Essentially, the Food Stamp Plan is a 


*John M, Rathmell, Cornell University. 
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distribution to the ultimate consumer. One would also suppose that 
the Plan should benefit not only the immediate recipients but also 
the social and economic environment of their communities, through 
the psychological lift the plan should provide as well as the addi- 
tional funds flowing into a hard-pressed neighborhood. Finally, on 
the supply side it would appear that agricultural products most 
likely to benefit from the plan are those whose producers are re- 
ceiving little or no government assistance at the present time. 

All current reports indicate that the pilot projects are equal- 
ling or surpassing expectations. Recipients and their communities 
are generally well pleased; costs have been less than anticipated; 
fraudulent activities have not been great. However, these are hand 
picked projects. Attempts were made to get geographical dis- 
tribution, otherwise, the ‘‘market test’? does not necessarily give 
a true picture of the feasibility of the Food Stamp Plan on a na- 
tional scale. 

Presumably, the Plan is at a crossroads; either it is to be 
terminated at the end of experimental period or it is to be ex- 
pended to national dimensions as a major effort on the part of the 
federal government to aid agriculture and reduce human suffering. 

On the assumption that the Plan is expanded to a nation-wide 
project, several questions may be raised. 

Millions of wage earners are unemployed; other millions have 
incomes too small to permit them to purchase adequate quantities 
and qualities of food. To service all of these people—and anything 
short of one hundred per cent coverage is discrimination—is a 
staggering task. These people are not all in neatly outlined de- 
pressed areas; all communities, even high income areas, have 
their quota of underprivileged. Cost estimates range from $250 
million to $2.5 billion a year. With such an outlay in prospect one 
must question whether this is the best way to improve the lot of 
our unfortunate citizens. It should be borne in mind that, on the 
demand side, the Food Stamp Plan is a stopgap measure made 
necessary by economic unemployment or underemployment. If 
the Food Stamp Plan is a welfare project, does it represent the 
best use of public money for welfare purposes? 

As the Plan goes national, disparities in standards among the 
various states will present increasing problems. Even now famil- 
ies in Fayette County Pennsylvania making as much as $460 a 
month can get some food stamps, whereas in neighboring West 
Virginia the income limit is $165 a month; undoubtedly, these 
variations will encourage demands for federal standards and con- 
trols. 

So long as the value of the stamps received is determined by 
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the income of the family there will be a need for a continuing 
verification to avoid the possibility of fraud and level of eligibility 
on the part of local welfare agencies. How will this effort be fi- 
nanced? Who will administer and control so as to avoid collusion? 
How may we be sure that families whose incomes have removed 
them from the list of eligible recipients will be satisfied to give up 
the subsidy? Of course, whenever limits are established in a ven- 
ture such as this, those whose incomes are just beyond the limit 
are disadvantaged. One of the keystones of the Plan is the im- 
provement is the quality of food purchased by needy families. 
This raises questions of buying habits, customs, and tastes. It is 
extremely doubtful that the availability of the food stamps will 
assure a better diet quality-wise. This is as it should be; diets 
should not be imposed. The point is, there is nothing much that 
can be done about it. 

Turning to supply, it is not entirely clear where agriculture 
stands to gain from the Food Stamp Plan. It will not greatly 
ameliorate the great surpluses now existing in many commodities. 
It is claimed that the greatest benefits will fall on the producers of 
livestock, fruits and vegetables. If this is so, it might be ques- 
tioned whether the Plan will reduce surpluses or expand produc- 
tion. If the Plan is carried forward on a grand scale, prices 
would tend to rise thus reducing the value of money as well as 
stamps; the higher price would tend to draw in greater supplies. 
If the figures are correct regarding the modest share of the con- 
sumer’s food dollar received by the farmer, then it must be as- 
sumed that the bulk of the consumer’s Stamp-Plan dollar will go 
not to the grower but to the food product manufacturer and mar- 
keter. This is quite proper but it should be understood that the 
bulk of the benefit on the supply side will fall to manufacturing and 
trade, not to agricultural production. 

In summary, the principal reservations on the demand side 
revolve around: 


1. The sheer complexity of the project on a national scale 
2. The adequacy of controls to assure a proper account- 
ing for public moneys 

3. The capability of the Plan to improve the quality of the 
diet 


On the supply side: 


1. It is not clear whether the effect of the Plan will be to 
reduce surplus or expand production 
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2. To the extent that increased demand resulting from 
the Food Stamp Plan has the effect of raising prices, 
the Plan is beneficial to the farmer but detrimental to the 
interests of the consumer 

3. Agricultural interests should realize that sales dollars 
derived from the Food Stamp Plan will be distributed 
among food manufacturers and marketers for the most 
part. 


The demand objectives of the Food Stamp Plan are of the high- 
est order. The fact that there are millions of Americans inade- 
quately fed and yet surrounded by prosperity and abundance is in- 
tolerable. On a modest scale the Plan seems most efficient; 
whether it is feasible on a national scale is an open question. On 
the supply side, the value of the Plan to agriculture is not clear. 

Political implications of the Plan have been deliberately 
avoided. However, if the Food Stamp Plan is successful it is 
hoped that it will not lead to a Clothing Stamp Plan or a Housing 
Stamp Plan. 
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